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December 2 2 ,  !DE: 

t h a t  t h e  f i n a l  dis?os!:ion o f  t h i s  case await  t he  f l n a l  resolut ion o f  

Company's -~ l ec - , r i c  case i n  Dock-~t No. RPU-83-24. On December I?,  1983, a n  

addenoun t o  t h e  s i i p u l a t i o n  a n d  a j o i n t  motion t o  approve t h e  addendum t o  

were f i l e d .  

resolves t h e  s o l e  fac: a n d  i s sue  reserved f o r  l i t i g a t i o n .  

The addendtim c l a r i f i e s  a s e c t i o n  o f  t h e  s t i p u i a t i o n  a n d  - - ..... 

'ile have reviewed - - -.  
t n e  t e r m  o f  t h e  s t i p l a t l o n  and  addendum and f i n d  them t o  he jus: a n d  

reasonable and cons is ten t  ,w?zi  recent dec is ions  o f  t h i s  Commisslon. 

Therefore, we wfl l  gran: the  : o i , x  mot ions  t o  approve t h e  s t i pu la t ion  a n d  

t h e  addendum t 3  the  s:ipularlon. 

.. 
T W s 1 n h c a n s i s l m  I;. r e g r g t t a b l e  . . . . . . . .  t h a t  t h e  pa r t i e s ' cons ide r  the 

i s sue  of .rhether I o w a  Gas i s  chzrsing customers f o r  p l a n t  no t  required t o  
-_--I_,. . _ _  ... . . . .  - ,- ............... . -  

, ~ ~ ~ ~ r w a t e . s : r ~ f i . c - _ a s .  a de ai nimi s . . . . . . . . . . . . .  issue, As natura l  gas sales i n  -_---- 
Iowa. continue . . . . . .  t o  decl ine due t o -  consumer conservation .... . . . . . . . . .  and fuel  switching, 

, ., , ^___...-I->.-. --..--s. L .... ll - !/ZQ; - c a n t i n ~ . t g _ ~ ' : 3 P . a j J . j i x e c i . c ~ s t $  f o  remaining volumes. The /I 
who asks ,  "iihy should I .... . .- 

ii &,same p o l a t - . i l l f h e j e a r  ~- futu-rs, .- this.   issuem must .be.adequately and 
II 
ij i ~ Q ~ ? ~ ~ c e r e n t n r t , f n _ . t h e C p ~ ~ ~ s - S i  Qp- for. deci s b n ,  bxc ,ansumeysAre ,  -. _- t o  
i! 

. be'rerved ' a n d  i f  he_g_rsQls:cihution-companies.in t h j . s  sfate are t o  

I! W P I n  v i a b l e  c o p a n i e s ,  W E  s iylrm_u~t-f!nd.a .yay t o  structure . _  rates which I: 
! L- $ dd r es s 2 3 3 1 ~ ~ i 3 ~ 9  ma ricet.-c~d~~ons.f_o_(._nafurR1 gas. 
I! 

; It GSr-k 
--__-- 

. .  usual"  ..--.......... methqd-ql .. eprBading constant f ixed  

sa l e s  volume will  ... only speed market . 
!I 
I! 
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;QJ3riPra.tJon. 

. . _ r l ~ . ~ ~ ~ C , d m m f s s i n e ~ ~ i ! l r l c p ! l y . g e ~ . ~ ~ t  rut e t h a t  t h e  react f on by cust omers : a 

.-. re-€!3U pr lce  ing3.a.sB..rls La- further reduce usage. 

Current s t z d i e s  by the  Rates Research and Pol icy Division -..-_-- -- - . .  

/ F ~ ~ b e i n g - a , r m a ~ . i , , . f h e Z P M n t s s l o n  i s  o f  t h e  opinion - t h a t  t h i s  

15, t he  natural QPL ~.sLLe39.-be..addressed by -~s t a t e .  regul.atory bodies. i n  t.ie 

FINDINGS .OF FACT 

1. Company's proposed interim r a t e  increase i d e n t i f i e d  as T i - 8 3 - S C i  

i s  approved. 

2 .  Company's "Hotion fcrr Approval o f  Corporate Undertaking" w i l l  ne  

approved. 

3 .  The terms o f  t he  s t i p u l a t i o n  f i l e d  December 5 ,  1983, a n d  addenlcm 

f i l e d  December 14, 1983, ar?  j u s t  and reasonable,  a r e  cons is ten t  w i t h  t n e  

precedents o f  t h i s  Commiss!on, and  wIll a i d  i n  t h e  determination o f  just anc  

reasonable r a t e s  f a r  Company. 

CONCLUSION OF LAW 

The Commission has j u r i s d i c t i o n  o v e r  t h i s  mat ter .  

I T  IS THEREFORE ORDERED: 

1, 

e n t i r e t y .  

The Company's proposed inter im r a t e s  a r e  approved i n  t h e i r  

2 .  Company's inter im ra t e s  will t ake  e f f e c t  w i t h  usage o n  a n d  a f t e r  

January 1, 1984. 

3.  Company's corporate  undertaking 1 s approved. 
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4. A l l  temporary  r a t a s  approved b y  t h e  Commission i n  t h i s  ? r o c e e d i n g  

;i w i l l  be implemented s u b j e c t  t o  r e f u n d  w i t h  i n t e r e s t  on such t e r m s  and 

'I c o n d i t i o n s  as t h e  Commission may order .  

Company s h a l l  f i l e  w i th  t h e  Commisslon, w i t h l n  t w e n t y - f i v e  ( 2 5 )  i! 
!I 

j! days o f  t h e  end o f  each month, a r e p o r t  a t t e s t e d  t o  b y  an  o f f i c e r  of t h e  

j! Company, w h i c h  s t a t e s :  

, 

5 .  
I. 

A. T o t a l  revenue by t h e  c u r r e n t  month, by c a t e g o r y .  

(I B. Revenue f a r  t h e  month, by c a t e g o r y ,  b i l l e d  o r  collected i n  

/ /  
;! iJ 

!I 
1. 

excess o f  fo rmer  razes.  
I! 
/I 
/I 
I/ 

C. A c u m u l a t i v e  t o t a l  t o  t h e  end o f  each s u c c e s s i v e  month o f  a i i  

revenue b i ~ l l e d  o r  c o l l e c t e d  i n  excess of  f o r m e r  r a t e s .  

6. The s t i p u l a t i o n  f i l e d  l n  r h i s  d o c k a t  on December 5 ,  1983, and t h e  /I 
/j 
li 
Ij 

addendum t o  t h e  s t i p u l a t i o n  f i l e d  December 14, 1983, a r e  hereby  approved. 

1: ATTES]: 

I 

1, 

' IOWA SATE COMMERCE C O M M I S S I O N  

C o m i s s i o n e r  

!f 
i; 

D a t e d  a t  Des Moines,  Iowa, t h l s  23rd day o f  December, 1983. 
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STATE OF i O W A  

E E F O R E  7iiE IC i !A  STATE COIl i !E?CE C O ! l i ~ l I S S I O k  

I X  R E :  

IOWA PONER aNo LIGHT CO;!PNU 1 OOCKET NO. RPU-82-38 
(IOLIA GAS) 1 

\ 

JOINT NOTION TO APPAC' IE  ADDENDUM TO STIPULATION 

C W E  HON Iowa Gas Ccmpany, an o p e r a t i n g  d i v i s i o n  o f  Iowa ?ow.er and 

L i g h t  ComFany ( Iowa Gas) and t h e  Cffice of Consumer Advocate (Consuxr  

Advocate) and f o r  t h e i r  j o . i n t  m o t i o n  r e q u e s t  t he  Commission t o  e n t e r  an 

o r d e r  app rov ing  t h e  a t t zched  Addendum t o  S t i p u l a t i o n  as i n c o r p o r a t e d  

i n  t h e  S t i p u l a t i o n  execgted by t h e  g a r t i e s  on December 5, 1983, i n  t h i s  

docke t .  

... 
Respect fu l  ? y  submi t ted,  

IOWA GAS COMPANY. AN OPERATING OFFICE OF COFISUMER ADVOCATE 

L BY h J . A L &  
Pamela L. P r a i r i e  A l i c e  J .  H y d d  
S e n i o r  A t t o r n e y  A t  t o  r n  ey 

L BY h J . A L &  
Pamela L. P r a i r i e  A l i c e  J .  H y d d  
S e n i o r  A t t o r n e y  A t  t o  r n  ey 

666 Grand Avenue 
Des t lo ines,  Iowa 50303 Des Moines, Iowa 50319 
Telephone: ( 5 1 5 )  281-2025 Telephone: ( 5 1 5 )  281-5984 

Lucas S t a t e  O f f i c e  B u i l d i n g  

Oh Dated t h i s  /4 day of Oecemcer, 1083. Dated t h i s  w a y  of December, 1933. 
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IN RE: j . .  
, L . , i  v .,.I.., '-..LL ; L < z # . . : d < , - ' , ,  

DOCKET NO.  RPU-83-38 
1 
1 

( IOI*IA GAS) 1 
IOWA POWER AND LIGHT COMPANY 

1 

A,?T:C?E I 

Cn'Decemoer 5 ,  1983, Iowa Sa8 Company,  an o p e r a t i n g  d i v i s i o n  of ~wa 

Power and L i c h t  Company (Iowa G z s )  and the O f f i c e  of Consumer Advocate 

(Consumer Advocate)  execu ted  and f i l e d  w i t h  the Ccrnmission a S t i p u l a t i o n  

and Join: IMotion To Approve S t i p u 1 3 t i o n  And E s t a b l j s h  Procedural  Schedule  

r e s o l v i n g  c e r t a i n  f a c t  issues i n  Docket No. RPU-83-38. 

. the  S t i p u l a t i o n  has been prepared  and executed  by the s i g n a t o r i e s  for  the  

pur9os.e of c l a r i f i c a t i o n  o f  the  i n t e n t  of A r t i c l e  X ,  S e c t i o n  C ,  f i r s t  

pa rag raph  of the S t i p u l a t i o n  a n d  r e s o l u t i o n  o f  the f a c t  i s s u e  r e se rved  f o r  

l ' i t i g a t i o n  i n  t h e  S t i p u l a t i o n  as he re in  provided  and is a p p l i c a b l e  t o  

Oocket  No. RPU-83-38 only .  

i n  the S t i p u l a t i o n  as i f  addressed therein. 

T h i s  Addendum t o  

T h i s  Addendum t o  S t i p u l a t i o n  is  inco rpora t ed  

A.?T!C?E 11 

Article X ,  S e c t i o n  C ,  f i r s t  paragraph o f  t h e  S t i p u l a t i o n  i s  anended 

by d e l e t i n g  t h e  p a r a g r a p h  and  s u b s t i t u t i n g  t h e r e f o r :  

The Ccmmiss ion ' s  d e c i s i o n  i n  Docket No. RPU-83-24 on t n e  i s s u e s  

a d d r e s s e d  i n  t h i s  A r t i c l e  X w i l l  be cons idered  f i n a l  a n d  d e t e r m i n a t i v e  



MidAmerican Exhibit S. 1 
Page 51 1 of 654 

- 2 -  

' d i t n  res jec t  t a  Artic:e .X .rrnen a;!  administrative a n d  judicial remedies 

with res jec t  t o  the decision on those issues in Docket No. RPU-33-20 

have been exhus tec ! .  A: :hat  t i n e ,  those issues in this  Docket !Io. RPU- 

83-38 w i i i  n o t  be subject t o  furzher administrative or judicial appeal 

o r  review. 

ARTICLE 111 

Article XYI a n d  XVii of the St ipulat 'on ' reserve for  1i;iaat'on Pie 

issue of whether Iobwa Cas has p l i n t  i n  service i n  excess of t h a t  required 

t o  provide idecuafe serii 'ce t 3  custcme-s.  The signatories agree in i t i a l  

review indicates t h ? t  a n  adjustTent, i f  any, t o  the revenue requirement 

which rioul d be appropriate' upon  presentation of evidence concerning the 

issue , ~ o u l d  be d e  minimus, a n d  i 3 r  purposes of t h i s  proceeding only, the 

issue i s  resolved w i t h o u t  fur ther  presentation, f u l l y  subject t o  the  

l imitations s e t  for th  in Art ic le  'J of the Stipulation. 

IOWA GAS COMPAPIY, APi OPERATING 

LI GH T COM PAN Y 
DIVISION OF IOWA POWER A N D  

BY 4 
Pamela L. P r a i r i e  
Senior Attorney 

. 666 Grand Avenue 
Des !bines ,  Iowa 50303 
Telephone: ( 5 l i )  281-2925 

ATTCRNEY FOR iOWA GAS CCt.IPP.NY, 
AN O P E R A T I N G  D I V I S I O N  OF iowa 
POWER A N D  LIGHT COMPANY 

Dated t h i s  (/c'h day of December, 1983. 

OFFICE OF CONSUNE2 ADVOCdTE 

BY a e c c e , f . ~  
Alice J .  HydeU 
Attorney 

Lucas S t a t e  Office Building 
Des Moines, Iowa 50319 
Telephone: ( 5 1 5 )  231-i934 

ATTORNEY FOR THE OFiiCE OF C O P I S U I E R  
ADVOCATE 

Dated t h i s  I q h a y  - o f  Decmber, 1983. 
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. - - ; ~ , - t  . , . . .  *- 

3E'ORE THE I O % A  S T A T E  COMMERCE C O M M I S S I O N  ,...,, , I . . . . , _ _ _  
I _ , , 1  

/I...- "-.....,i:..L ;- ..... ~ 

. .  I N  RE: i 
I 

DOCKET NO. RPU-83-38 

JOI!iT MOTION. TO APPROVE STIPULATION AND 
E S T A B L I S i l  PROCEDURAL SCHEDULE 

COME NOW :cwa Gas Company, an o p e r a t i n g  d i v i s i o n  o f  Iowa Power acd 

L i g h t  Company (Iowa Gas) and t h e  3 f f i c ?  o f  Consumer Advocate and f o r  t h e i r  

jo ln :  aot:cx s t i t ? :  

1. F i l e d  c c n c u r r e n t ! y  h e r e w i t h  i s  a S t i p u l a t i o n  execgted by Iowa Gas 

and Consumer Advocdte f o r  t h 2  purpos? o f  r e s o l v i n g  c e r t a i n  f a c t  i S S U e S  i n  

t h i s  case. 

2. The S t i p u l a t i o n  r e p r e s e n t s  a reasonab le  r e s o l u t i c n  o f  t h e  f a c t  

i s sues  addressed t h e r e i n ;  ap? rova l  o f  t h e  S t i p u l a t i o n  w i l l  reduce the  t i m e  

and resources t h a t  would o t h e r d i s e  be expended by t h e  p a r t i e s  a n d  t h e  

C o m i s s i o n  i n  the  d i s p o s i t i o n  o f  t h i s  case; and t h e r e f o r e ,  app rova l  of t h e  

S t i p u l a t i o n  i s  i n  t h e  public i n t e r e s t .  

3. I o w a  Gas and Consumer advoca te  propose t h e  f o l l o w i n g  p rocedura l  

schedule be adopted t o  d ispose o f  t h e  i s s u e  wh ich  remains t o  be l i g i t a g e d  

I n  t h i s  proceeding: 

December 20, 1983 - Iowa Gas f i l e s  tes t imony  

January 30. 1983 - Cmsi iner  Advocdte files t es t fmony  

February 13, 1?84 - Iowa Gas f i l e s  r e n u t t a l  t e s t i m o n y  

February 27,  1984 - H e a r i n g  
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WHE2ETOKE,  Iowa Gas and Consumer Advocdte r e q u e s t  t h e  Commisj:on i o  

approve t h e  S t i p u l a t i o n  i n  i t s  e n t i r e t y  w i t h o u t  c o n d i t i o n  or m o d i f i c a t i o n ,  

and e s t a b l i s h  the  procedur31 schedule as  proposed herein.  

R e s p e c t f u l l y  submitttc, 

IOWA GAS COMPANY, 
an o p e r a t i n g  d i v i s i o n  o f  
IOWA POWER AND LIGHT COMPANY 

666 Grana Avenue 
Des Moines, Iowa 50303 
Telephone: ( 5 1 5 )  281-2926 

ATTORNEY FOR IOWA PONE? 
AND LIGHT COMPANY 

OFFICE OF CONSUMEX AONICATE 

A t t o r n e y  

and 

A t t o r n e y  

Lucas S t a t e  O f f i c e  Buildins 
Des Moines, Iowa 50319 
Telephone: (515)  281-5984 

ATTORNEYS FOR THE OFFiCE OF 
CONSUME? AO'IOCATE 
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STATE 3 i  !2WA 

BEFrj?E : H E  !9'W S T - E  C3MMERCE COKMISSION 

I N  RE:  i 
\ 

IOllA POl lER AND L IGAT t9MPANY , 1 DOCKET NO. RPU-83-38 
( I O W A  GAS) \ 

i 

Cn Octzber  3 ,  1983,  Iowa Gas C m c s ' n y ,  an oper3t :ng d i v i s i o n  o f  iowa 

Power and L i g h t  Compzny ( Iowa ,Gss) f i i e c  ,w i th  t h e  i o w a  S t a t e  Commerce 

t c m i s s i ? ~  a r e v i s e d  gas t a r i f f  i d e n t f f i e d  as TF-82-596 proposed t o  become 

e f f e c t i v e  November 4 ,  1983,  wh ich  w o u l d  i n c r e z s e  I o w a  Gas's annual gas 

revenues by a p p r o x i m a t e l y  55.9  m i l l i o n  or  2 . 7  percen t .  

28, 1983, t h e  C o m m i s j i o f l  docketed  t h e  cdse as a f o r m a l  p r o c e e d i n g  and 

i n s t i t u t e d  an i n v e s t i g a t i o n  o f  t h e  r e a s m a b l e n e s s  o f  t h e  proposed r a t e  

i nc rease .  

By o r d e r  o f  October  

ARTICLE I 1  

Puroose 

T h i s  S t i p u l a t i o n  has been prepared and execu ted  by t h e  s i g n a t o r i e s  f o r  

t h e  s o l e  purpose of r e s o l v i n g  c e r t a i n  :act i s s u e s  i n  Docket  No. RPU-83-38 

as h e r e j n  p r o v i d e d  ana i s  a F p l i c a b l e  t o  Docket No. RPU-83-38 only .  Th is  

S t i p u l a t i o n  i s  n o t  a p p l i c a b l e  t o  Iowa Gas's A p p l i c a t i o n  f o r  1 n t e r i m . R a t e  
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:e R e l i e f  i n  Docket No. RPU-aZ-23.  I n  con8 :de ra t i on  o f  t h e  mutual  agreements 

h e r e i n a f t e r  s e t  f o r t h ,  t h e  s:gna::ries hereby s t i p u l a t e  a s  f o l l o w s .  

- 
hn . ILc ;  I 1 1  

G r J i r l t  140t:on 

Upon e x e c u t i o n  of t h i s  S t i p u l a t i o n ,  t h e  s i g n a t o r i e s  s h a l l  f i l e , t h e  same 

w i t h  t h e  Commission t o g e t h e r  w i t h  a j o i n :  mo t ion  r e q u e s t i n g  t h a t  t h e  

Commission i s s u e  an o r d e r  a p p r o v i i g  t h i s  S t i p u l a t i o n  i n  i t s  e n t i r E t y  

w i t h o u t  c o n d i t i o n  o r  m o d i f i c a t i o n ,  and e j t a b l i s h  a p rocedura l  schedu le  f o r  

d i s p o s i t i o n  o f  t h e  i s s u e  r e n a f n i n g  t o  he l i t i g a t e d .  

A ? , ; i ? E  :’/ 

C o n d i z i o n  =-?cedent  

T h < s  S t i p u l a t i o n  s h a l l  n c t  S e c m e  e’fect i ’ve u n l e s s  and u n t i l  t h e  

Commission e n t e r s  an o r d e r  approv:ng :?e same i n  i t s  e n t i r e t y  w i t h o u t  

c o n d i t i o n  o r  m o d i f i c a t i o n .  

ARTICLE V 

Privi?e?e and i : m i t a t + o n  

T h i s  S t l p u l a t i o n  s h a l l  Secome b i n d i n g  upon t h e  s i g n a t o r i e s  upon i t s  

e x e c u t i o n ,  p r o v i d e d ,  however, t h a t  if t > i s  S t i p u l a t i o n  does  n o t  become 

e f f e c t i v e  i n  accordance w i t h  A r t i c l e  1’1, above, i t  s h a l l  be n u l l ,  v o i d  and 

p r i v i l e g e d .  T h i s  S t i p u l a t i o n  i s  i n tended  t o  r e l a t e  o n l y  t o  t h e  s p e c i f i c  

m a t t e r s  r e f e r r e d  t o  h e r e i n ;  n o  s f g n a t c r y  waives any c l a i m  o r  r i g h t  wh ich  i t  

may o t h e r w i s e  have w i t h  r e s p e c t  t o  any m a t t e r  n o t  e x p r e s s l y  p r o v i d e d  f o r  

here in ;  no s i g n a t o r y  s h a l l  be teemed t o  h a v e  agproved, accepted ,  agreed o r  

consented  t o  any r a t e m a k i n g  p r i n c i p l e ,  any method o f  c o s t  o f  s e r v i c e  
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d e t e r n i n a t T o n ,  o r  any method o f  ~ 3 s :  a l l o c a t i o n  u n d e r l y i n g  t h e  p r o v i s i o n s  

o f  t h i s  S t i p u l a t i o n  o r  be p r e j u d i c e d  o r  bound t h e r e b y  i n  any o t h e r  c u r r e n t  

o r  f u t g r e  p r o c e e d i n s  b e f 3 r e  :he Conmission; and no s i g n a t o r y  s h a l l  d i r e c t l y  

o r  i n d i r e c t l y  r e f e r  as p r e c e d e n t  t o  t h i s  S t i p u l a t i o n  or  t h a t  p a r t  o f  any 

o r d e r  o f  t h e  Commission r e f e r r i n g  t o  :h is S t i p u l a t i o n  i n  any o t h e r  c u r r e n t  

o r  f u t u r e  Iowa Gas r a t e  p r o c e e d i n g  b e f o r e  t h e  Commission excep t  (1) w i t h  

r e s p e c t  t o  an a p p l i c a t i o n  f o r  i n t e r i m  r a t e  r e l i e f ,  p rov ided ,  however;that 

a s i g n a t o r y  makes such a r e f e r e n c e  w i t h  r e s p e c t  t o  an a p p l i c a t i o n  f o r  i n t e r  

r a t e  r e l i e f ,  t hen ,  w i t h  r e s p e c t  :o such a p p l i c a t i o n  f o r  i n t e r f i n  r a t e  

r e l i e f ,  t h e  o t h e r  s i g n a t 3 r y  s:?all n o t  be bound by  t he  r e s o l u t i o n  o f  ti?? 

m a t t e r  i n  t h i s  S t i p u l a t i o n  i d e n t i f i e d  by such r e f e r e n c e ,  o r  ( 2 )  i n  response 

t o  such a r e f e r e n c e  by a p a r t y  n o t  a s i g n a t o r y  t o  t h i s  S t i p u l a t i o n .  

ARTICLE VI 

Tes.: P e r i o d  

The j u s t n e s s  and reasona l ;enes j  r j i  ia'.f; i n  t n i s  case s h a l l  be 

d e t e r m i n e d  on t h e  b a s i s  o f  an annual  revenue requ i remen t  de te rm ined  on t h e  

i 

m 

b a s i s  o f  a t e s t  y e a r  e n d i n g  June 30, 1983, s u b j e c t  t o  p r o  forma ad jus tmen ts  

as  d e t e r m i n e d  by  t h e  Commission. 

a m c x  V I I  

C a o i t a l  S t r u c t u r e  a i d  Costs  o f  long-Term Debt and P r e f e r r e d  Stock 

The c a p i t a l  s t r u c t u r e  and c o s t s  o f  l o n g - t e r m  d e b t  and p r e f e r r e d  s tock  

t o  b e  used t o  d e t e r m i n e  t h e  annual r e v e n u e  requ i remen t  i n  t h i s  case s h a l l  be: 

13-Month Average cos: Cost O f  - R a t i o  Average Balance c o s t  Ra te  C a o i t a l  

Long- te rm d e b t  49.4,?54, 5333,827,076 $30,763,284 9.2154, 4.i604, 
P r e f e r r e d  s t o c k  10.8364, S 73,100,430 $ 5,777,381 7.903; 0.8564, 
Common e q u i t y  39.6794, 5267,675,127 * * 

See A r t i c l e  X ,  be low 
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A ?  7 i CLE '1 I I I 

? a t e  3ase 

- ! h e  r a t e  3 a s e  :3 >e ' J S Z ~  t3 de te rm ine  the  annua l  revenue requ:rement i n  

t h i s  c a s e  s i ;a ' !  >e de:?r?iced ? s  2 r o v i d e d  h e r e i n .  The r a t e  base s h a l l  b e '  

t h e  t e s t  y e a r  th i r f een - laon th  average n e t  o r i g i n a l  c o s t  o f  i nves tmen t  i n  gas 

p l a n t  i n  s e r v i c e ,  common ? l a i t  a l l o c a t e d  t o  gas o p e r a t i o n s ,  a n d  work ing  

c a p i t a l ,  i n c ! i l d i n c  p r o  fsrxa a i j u s t m e n t s  as p r o v i d e d  here:n. The r a t e  b a s e  

s e t  f o r t h  i n  th;; a r : i c ie  s ,?d ' i  oe ad:usted p u r s u a n t  t o  A r t i c l e  X i e r e i n .  

?ATE BASE 

2. 
3. 
4. 

5 .  
6. 

7 .  

8 .  

9. 

10. 
I!. 
1 2 .  
13. 
14. 
15. 
1G. 

17. 

la. 

Gas P l a n t  i n  Se- . / i c?  
Cias;i::ed 
Not  C1as; i  f i e c :  

Work i n  ?regress 
Completed C o n s r r ! ~ c t i c n  

Gas L e a s e s  
Common P l a n t  A i loc ; l t?c :  t o  

Gas O p e r a t i  on 

ac:umuiat?d P : X / ~ ; ~ O G  f o r  
D e p r e c i a t i o n  b Amor t ;z3 t ion  

Net  U t i l i t v  P l a n t  

Working C a o f t a l  

Other Ra te  Sase Comoonents 
Liberalized 0e; r rec :a t i  on 
Inves tmen t  Tax C r e b : : - 3 %  
Advances f o r  C o n s t r u c t j o n  
P r i o r  Rate Refund Balances 
Customer Me te r  D e p o s i t s  
Unc ia imed C g s t m e r  3 e p o s i t  

M a j o r  Loss Gper.-tin: Reserve 
Che:its 

T o t a l  Gas R a t e  Bzse 

Aincunt 

S 93,888,000 
281 ,000 

670,000 
294,000 

5,473,000 

(38,260,000) 

62,146,000 

3,96a,ooo 

(6,955,000 
(2i9,OOO 

(1,471 ,OOC 
16,OOC 

(460,OOC 

(29,000) 
(373,000) 

5 56,523,000 
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ARTICLE 1% 

N e t  C o e r a t i n g  Income 

- ihe n e t  c c e r ? t i n g  incsme t o  Se used t o  d e t e r m i n e  t h e  t e s t  year  revenue 

d e f i c i e n c y  and :ne annual revenue r e q u i r e m e n t  i n  t h i s  case s h a l l  Se 

de te rm ined  as pr3v;ded  h e r e i n .  A d j u s t e d  t e s t  y e a r  n e t  o p e r a t i n g  jncome i s  

based on w e a t h e r - n o r m i i z e d  <ales o f  300,028,658 Ccf. The income s ta tement  

s e t  f o r t h  i n  t h j s  Art !~ , ;e  s h a l l  3e a d j u s t e d  p u r s u a n t  t o  A r t i c l e  % Selow. 

INC3ME STATEMENT 

Amount 

1. Goera t i ng  ?eveiue $158,280, 000 

2 .  D o e r a t i n g  E x ~ e n s z s  
3. 0perar;on ana Ya in tenznce  
4 .  Gepr.  h A.zort. 
5. General Taxes 
6. Income Taxes 

7 .  T o t a l  Oper .  c x ? .  

8. Income From S u S s i d i a r y  
9. N e t  O p e r a t i n g  Income 

L 

145,531,000 
3,557,000 
2 ,283,000 
1,812,000 

153,183 ,000 

13,000 
5 5,!li,O00 

ARTICLE % 

A d j u s m n t s  C3n:incent upcn Docket  NO. RPU-83-26 

A. Re tu rn  on t o m o n  E q u i t y .  

The r e t u r n  on cormon e q u f t y  t o  be used t o  d e t e r m i n e  t h e  annual  revenue 

rcqu i remen t  i n  t n i s  c a s e  s h a l l  be t h e  same a s  t h e  r e t u r n  on cornrnoi e q u i t y  

used by t h e  Commission i n  Docket No. RPU-83-24 t o  d e t e r m i n e  Iowa Power ' s  

annual revenue resu i remen t .  

P 
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3. The ad:us:ment; d e s c r $ b e d  i n  t h i s  S e c t i o n  s h a l l  be made a s  

p r o v i d e d  h e r e i n  t o  i h e  ra:e b a s 2  ane income s t a t e m e n t  s e t  f o r t h  i n  A r t i c l e s  

VI11 and I X ,  r e s p e c t j v e i y .  , h e  amocn’.j o f  t h e  a d j u s t m e n t s  a r e  c o n t i n g e n t  

upon t h e  Commission’s d e c i s - a n  i;: Doc:ket No. RPU-83-24 a s  p r o v i d e d  he re in .  

- 

I. Delayed ?ayment Charges. 

Revenues i n c l i l d e d  i n  ‘the inccme s t a t e m e n t  s h a l l  i n c l u d e  revenues 

from de layed paymen: c’larges. If i n  Docket  No. RPU-82-24 t h e  

Commjssion de termines  t h a t  an ad jus tmen t  t o  revenues f r o m  de layed  

payment charges shou ld  be m d e  based on t h e  s t a t u t o r y  amer,dments 

c o n t a i n e d  i n  70::: S . A . ,  Ecgse F i l z  2 i 2 ,  S e c t i o n  37,  t h e n  t h e  revenues 

i n c l u d e d  i n  the incsme s t? t??e r , t  5s‘. f o r t h  i n  Article I X  shall be 

a d j u s t e d  i n  the i d e n t i c a l  m a x e r .  

2. U n b j  1 l e d  Revenues. 

I f  in Docket No. ?PU-63-2<, t h e  Commission d e t e r n i n e s  t h a t  

u n b i i i e d  rzvenue s h a l l  be inc !uded i n  the inccme s ta temen t ,  t h e n  t h e  

revenues i n c l u d e d  i n  t h e  i n c m e  s ta t?men t  s 2 t  f o r t h  i n  A r t i c l e  I X ,  

i nc :ud ing  t h e  fncome t a x  ef fec:  t h e r e o f ,  s h a l l  be ad;us:ed in t h e  

i d e n t i c a  1 manner. 

3. l i ages  and Emp;oyee S e n e f i t s .  

O p e r a t i n g  expenses i n c l u d e d  i n  t h e  income s t a t e m e n t  s h a l l  i n c l u d e  

wages and employee benefits. 

a. I f  i n  Docket No. RFU-83-24, t h e  Commission d e t e r n i n e s  

t h a t  a d j u s t n e n t  t o  o p e r a t i n s  expenses f o r  w a y s  s h o u l d  be made t o  

compensat ion o f  t h e  t o p  f i , / e  e x e c u t i v e s  o f  Iowa Power, t h e n  t h e  

c 
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inccme s ta temen t  s e t  f o r t h  i n  

A r t i c l e  I X  sha ! l  >e  a d j u s t e d  i n  t h e  i d e n t i c a l  manner. 

. -  . 
0. ;n 2 c c k e t  ifo. R?U-83-24, t h e  Commission d e t e r n i n e s  

t h a t  ad:gstmen: t 3  o p e r a t i n g  expenses s h o u l d  be made f o r  a wage 

i n c r e a s e  o c c g r r i n g  d p r j l  1083, a f t e r  t h e  close of t h e  t e s t  y e a r ,  

t h e n  t h e  expenses i n i l y d e d  i n  t h e  income s ta temen t  s e t  f o r t h  i n  

A r t i c l e  I X  s h a l l  c e  a d j u s t e d  in t h e  i d e n t i c a l  manner f o r  a wage 

i n c r e a s e  o c c u r r i n s  A u z u s t  1983 a f t e r  t he  c l o s e  o f  t h e  t e s t  year. 

C. !f i n  kc !<? :  40. X?Y-83-24, t h e  Comiss:on d e t e r n i n e s  

t h a t  adjus:,zent :o o p e r a t i n ?  ?xser,ses f i r  employee b e n e f i t s  s h o u l d  

be  made, :>on :he expe-ses f a r  employee b e n e f i t s  i n c l u d e d  i n  t h e  

Income sta:ement s e t  f o r t h  i n  Article 1:: s h a l l  be a d j u s t e d  i n  t h e  

i d e n t i c a l  manner. 

4.  R e m i n d e r  and Consumer.Advocate Assessments. 

I f  i n  Docket No. RFU-3?-24 t h e  Commission de te rm ines  t h a t  

ad jus tmen t  t o  ope ra t ;ns  ex;ens?s s h o u l d  Se made f c r  t h e  Cornmjssion 

remainder  assessment and O f f i c ?  o f  Consumer Advocate assessment, t h e n  t h e  

expenses i n c l u d e d  in t h e  i ncone  statement s e t  f o r t h  i n  A r t i c l e  I X  s h a l l  be  

a d j u s t e d  i n  t h e  i d e n t i c a l  manned-. 

5. D e f e r r e d  Federa l  and S t a t e  Income Taxes. 

a.  Income t a x e s  inc:udec i n  t h e  income s ta temen t  s h a l l  

i n c l u d e  t h e  p r o v i s i o n  f o r  d e f e r r e d  F e d e r a l  income t a x e s ,  shall be 

reduced f o r  t h e  a m o r t i z a t i o n  o f  accumula ted  d e f e r r e d  s t a t e  income 

t a x e s ,  and s h a l l  be reduced f a r  t n e  a m o r t i z a t i o n  o f  accumu la ted  
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d e f e r r e d  r?l.er3l i n c s p  :axes i n  excess o f  t h e  amount o f  

aCC'JrnIJlJ?e< d e f e r r i d  r ,<e-al  i n c m e  taxes  r e q u i r e d  under 5 3 e  

n o r m a l i z a t i o n  necked o f  accounting as  deterxi l ined by t h e  

Comniss-on. 

b. !f i n  9ock.t xo. 209-53-24 t h e  Commission de te rm ines  t h e  

p r o v i s i o n  f o r  d e f e r r e d  Federa l  income taxes  s h a l l  be 41.63 p e r c e n t  

o f  t h e  d i  f f e r o n c ?  bet.:,i:n t : i e  d e d u c t i o n  f o r  a c c e l e r a t e d  

d e F r e c i a t i o n  c l a i m e d  gn t h e  Federa l  income t a x  r e t u r n  and what 

t h a t  d e d u c t i o n  wou ld  n ? ~ ?  been s s i n g  a s t r a i g h t - l i n e  method o f  

de;recia:ion, :?en t .72 ;::me '.3xes inc7cda-d i n  :he f r c c a e  

s ta temen t  52:  f o r t h  i: , i . r t j c : e  i x  s n a l l  b e :  (1) a d j l i s t i d  :!I 

i n c l u d e  a 9 r o v i s i o n  f,,r d e f z r r z d  Federa l  income t a x e s  

c a l c u l a t e d  i n  t h e  fo i l c . . - : ing  manner: ( A )  The p r o v i s i o n  f o r  

d e f e r r e d  Federa l  i n c x e  t a X ? j  an aCC0Unt o f  t h e  use of a c c e l e r a t e d  

d e p r e c i a t i o n  shal  I er,Ii?i 41.53 p e r c e n t  of the  d i f f e r o n c e  betueen 

t h e  t e s t  yea: acceler::?d d e p r s c i a t i o n  d e d u c t l o n  and what t h a t  

d e d u c t i o n  would have 5een g t i l i z i n g  s t r a i g h t - l i n e  d e p r e c i a t i o n  

r a t e s  based upcn g u i d e l i n e  l i v e s  e x c i u d i n g  salvage and c a s t  o f  

remova l ;  ( a )  The p r o v i s i o n  f o r  d e f e r r e d  Federa l  income taxes  on 

accoun t  o f  t h e  use of  t h e  A C X  d e d u c t i o n  w i t h  respec t  t o  p r o p e r t y  

p i a c e d  i n  s e r v j c e  on c' a f t e r  January 1, 1981 s h a l l  equal 41.63 

p e r c e n t  o f  t h e  d i f f e r e n c e  ae:ween t h e  t e s t  y e a r  AC2S d e d u c t i o n  and 

what t h a t  d e d u c t j o n  w o u l d  h a v e  been u t i l i z i n g  t h e  book 

d e p r e c i a t i o a  r a t e s  and t h e  t a x  b 2 s e s  o f  t h e  proper:-/; 

a 
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( 2 )  s h a l  1 be  res9;cec, f c r  amz : t i r a t i on  o f  accumu!ated d e f e r r e d  

s t a t e  !ncone tax=:; art: ( 2 )  s n z l l  be reduced f o r  t h e  amor:ization 

o f  accomula ted  de’err.6 F e d e r a l  income taxes  i n  excess o f  t h e  

amoun t  of d e f e r r e d  F e d e r a l  inccme taxes  t h a t  wou ld  have been 

accumula ted  u s i n g  t h e  r a x  r a t ?  and methods s t a t e d  i n  (1) ( A )  and 

( a ) ,  above. 

c. i f  i n  9cck t . t  No. X??;-83-23 t h e  Commission de te rm ines  t h e  

p r o v i s i o n  f o r  O e f e r r e d  Federa; incsme taxes  s h a l l  be 46 p e r c e n t  o f  

the different? 3et.deen t h e  d e d - c t i o n  f3r a c c e l e r a t e d  d e p r e c i a t i o n  

c l a i m e d  on t h e  F e d e r a l  i n c o w  t a x  r e t u r n  a n d  what t h a t  d e d u c t i o n  

wou id  have been u s i n c  3 stra<;kt-line method Of d e p r e c i a t i o n ,  t hen  

t h e  income t a x e s  i n c l c d e d  i n  t ? e  income s ta tement  s e t  f o r t h  i n  

A r t i c l ?  I X  s h a l l  be: (1) acji;s:ed t o  i n c l u d e  a p r o v i s i o n  f o r  

d e f e r r e d  F e d e r a l  incor .2  t a x e s  c 3 l c u l a t e d  i n  t h e  f o l l o w i n g  manner: 

( A )  t h e  p r o v i s ’ o n  f o r  sefer;ed Federal income taxes  on account  o f  

t h e  use o f  a c c e l e r a t e d  deprccia: jon s h a l l  equal 46 p e r c e n t  o f  t h e  

d i f f e r e n c e  between t h e  tes: y e a r  a c c e l e r a t e d  d e p r e c i a t i o n  

d e d u c t i o n  and vP.2: t>c: d e d - r t i m  would have been u t i l i z i n g  

s t r a i g h t - l i n e  d e p r e c : a t i o n  r3:es based upon g u i d e l i n e  I l v e s  

exc iud inc j  s a l v a a e  and c o s t  o f  removal; ( 8 )  The p r o v i s i o n  f o r  

d e f e r r e d  F e d e r a l  i n c a m  t a x e s  on account of t h e  use o f  t h e  A C E  

d e d u c t i o n  w i t h  r e s p e c t  t o  p r o p e r t y  p l a c e d  i n  s e r v i c e  on o r  a f t e r  

January  1, 198i  s h a l l  q u a :  25 percen t  o f  t h e  d i f f e r e n c e  between 

. 
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t 3 e  tes: year  AC?S se.'uc'.ion and what t h a t  d e d u c t i o n  would have 

b e e n  8 , 8 i , i l r  L .ne aook d e p r e c i a t i o n  r a t e s  and the t a x  bases of 

:fie prxer :y ;  ( 2 ;  S f l a l i  ae rebuced  f o r  a m o r t i z a t i o n  o f  accumuid ted  

d e f e r r e d  s t a t e  i n c m e  :axes; and ( 3 )  s h a l l  be reduced f o r  t h e  

a m o r t i z a t i o n  o f  accumQla ted  d e f e r r e d  F e d e r a l  income t a x e s ,  i f  any, 

i n  excess o f  t h e  am&n: of  d e f e r r e d  Federal income taxes  t h a t  

w o u l d  have been accumula ted  u s i n g  t h e  t a x  r a t e  and methods s t a t e d  

i n  ( l ) ( A )  ana ( 3 1 ,  abo??. 

6. I n i e r ? s t  S y n c h r o ; i i j t i o n  Ad jus tment ,  

I f  i n  aocke t  No. ??'J-S3-24 t 3 2  t m n ' s s i c n  d e t e r n i n e s  t h a t  an 

ad jus tmen t  t3 i ncone  t a x e s  s ; i c u i d  be made on account  of an i n t e r e s t  

s y n c h r o n i z a t i o n  a d j u s t m e n t ,  t h e  inccme t a x e s  i n c i u d e d  i n  t h e  income 

statemen: s e t  f o r t h  i n  A r t . i c ? e  I X  s h a l l  De a d j u s t e d  i n  t h e  i d e n t i c a l  

manner. 

7. A d v e r t i s i n g .  

O p e r a t i n g  expenses i n c - c d e d  i n  t h e  -income s ta temen t  s h a l l  i n c l u d e  

a d v e r t i s i n g  expenses  excep t  as p r o v i d e d  he re in .  I f  i n  Docket No. 

?PU-83-24 t h o  Commission de:?rnines t h a t  ad jus tmen t  t o  o p e r a t i n g  

expenses s h o u l d  be made f o r  "a rea  deve lopment "  a d v e r t i s i n g  and r a t e  

case expenses i n c l u d e d  i n  Accounts 909.4 and 916, t h e n  t h e  expenses f o r  

a d v e r t i s i n g  i n c l u d e d  I n  t h e  i n c m e  s ta temen t  s e t  f o r t h  i n  A r t i c l e  I X  

s h a l l  be a d j u s t e d  i n  t h e  i d e n t i c a l  manner. 

e .  Unc la imed Check Paiances. 

If i n  aocke t  ?to. RPU-53-20 t h e  Commission de te rm ines  t h a t  

ad jus tmen t '  t o  r a t e  base s h o u l d  be made f o r  unc la imed  check ad lances  t o  

Y 
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e l i n i n a t e  ?r :or  p e r i c d  T a r ?  r e f u n d  a n d  unc la imed  c u s t o m e r  depCS;:S, 

t hen  r a t e  o a s e  2 s  se’. f o r t h  i n  A r t i c l e  VI11 s h a l l  be a d j u s t e d  i n  :he 

i d e n t ‘ c a l  maanof .  

C. F i n a l  D e c i s i o n  i n  3oc:Cet No. R?U-83-24. 

T h e  Commiss ion’s  d e c i j j o n  i n  Docke t  NO. RPU-83-24 on t h e  issues 

a d d r e s i e d  i n  t h i i  Arsicle X sfiaT1 no t  be c o n s i d e r e d  f i n a l  and d e t e r m i n a t i v e  

w i t h  r e s g e c t  t o  A r t i c l e  X u n t i :  a l l  a d m i n i s t r a t i v e  and j u d i c i a l  remedies  

w i t h  respect t o  t h e  d e c i s i o n  on t h o s e  i s s u e s  i n  Docket No. RPU-83-24 have 

t h o s e  i s s u e s  i n  Docket  Nc. ?.?L-;3-21, such p r o c e e d i n g  shall cons t i : u t e  
I, i n t e r v e i i n g  , j u d i c i a l  Dr0Ceed::;S” i i  t h i s  c a s e  a s  t h a t  phrase i s  used i n  

Iowa C3de S e c t i o n  475.6(?)  (iG82). I C ,  a t  the  time t h i s  case i s  subr.::ted 

.for f i n a l  d e c i s i o n ,  a j u d i c i a l  ; r c c e e d i n g  w i t h  respect t o  t h e  d e c i s i o n  on 

t h o s e  i s s u e s  i n  3ock.t No. RPU-SZ-24 r ema ins  p e n d i n g ,  t h e  Commission s h a l l  

make a p r e l i m i n a r y  d e t e r m i n a t i o n  of  t h e  annua l  revenue requirement i n  t h i s  

c z s e  r:ly:’ng, a s  p r o v i d e d  h e r e i n ,  on t h e  d e c i s i o n  on those issues i n  Docket 

no. RPU-82-24 w i t h  r e s p e c t  t o  w2ich :he j u d i c f a l  p r o c e e d i n g  i s  p e n d i n g ,  and 

s h a l l  i s sue  an o r d e r  a u t h o r i z i n g  Icwa G a s ,  t h e r e a f t e r ,  t o  p l a c e  i n t o  

e f f e c t ,  s u b j e c t  t o  refunZ, r z t e s  b a s e d  upon such p r e l i m i n a r y  annual  r evenue  

r equ j r emen t  o r  t o  c o n t i n u e  i n  c ’ f?c t ,  s u b j e c t  t o  refund, interim r a t e s ,  

whichever a r e  h i g h e r .  Upon f i n a l  d e c i s i o n  i n  this c a s e ,  a l l  r a t e s  

cO11e:ted s u b j e c t  t o  r e f u n d ,  s?i:l be subjec t  t o  r e f u n d  i n  t h e  same manner 

a n d  upon t h e  same t e r m s  and c o n d i t i o n s .  

p r e l i m i n a r y  determination of t h e  a n n u a l  r e v e n u e  requirement p u r s u a n t  t o  

Any Conmiss ion  d e c i s i o n  making 3 
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t h i s  para;rsph ; ! la\ !  n o t  cons:ifd;e a f i n a l  d e c i s i o n  i n  t h i s  case, b u t  

shali 3e subjec t  ts :be , , , , ? s  :f a t i m e l y  a p p l i c a t i o n  f o r  r e h e a r i n g  by any 

p a r t y .  

c i  I i 

X T I C L E  X I  

A l l o w a S l ?  !!et b e r a t i n g  Income 

Allowabl? n e t  o p e r a t i n g  i n c x e  t o  be used t o  de te rm ine  the annua l  

revenue requ i rement  i n  t n i s  c a c ?  s h a l :  be computed by m u i t i p i y i n g  t h e  r a t e  

base by :he r a t e  o f  r e t g r n  d e t e x 5 n e d  p u r s u a n t  t o  A r t i c l e  X of t h i s  

‘ S t i p u l a t ’ o n .  

;%T:CLf xi: 

Revenue Recui r m e n t  

The annual revenue reqKlre. - ;s t  i n  t h i s  case, e x c i u s i v e  of f r a n c h i s e  f ee  

expenses u h i c h  a r e  t o  be recov t ; -ed  by t h e  f r a n c h i s e  fee su rcha rge ,  s h a l l  be 

t h e  sum of a d j u s t e d  t e s t  y e a r  c p e r a t i n g  revenue and t h e  t e s t  y e a r  revenue 

d e f i c i e n c y .  Ad jus ted  t e s t  year  ‘ p e r a t i n g  revenue s h a l l  be d e t e r n i n e d  

pursuan: i o  A r t i c l e  I X .  ine  t e x :  y e a r  revenue d e f i c i e n c y  s h a l l  be computed, 

by s u b t r a c t i n g  t h e  a d j u s t e d  t e s t  y e a r  n e t  o p e r a c i n g  lncome d e t e r m i n e d  

pursuan: t o  A r t i c l e  I X  f r o m  a1::::ablt. n e i  o p e r a t i n g  income determ5ned 

pu rsuan t  t o  A r t i c l e  X I ,  add ing  3 3 d i t i o n a l  income t a x e s  r e s u l t i n g  f r o m  t h e  

a d d i t i o n a l  o p e r a t i n g  income a t  :;-.e compos i te  e f f e c t i v e  t a x  r a t e  of 51.13 

p e r c e n t ,  and add ing  an allowanc:, f c r  a d d i t i o n a !  bad d e b t  expense equa l  t o  

0.43 pe rcen t  o f  t h e  sum o f  add i ; iona l  income t a x e s  and t h e  d i f f e r e n c e  

between a d j u s t e d  t e s t  y e a r  and i : l o w a S i e  n e t  o p e r a t i n g  income. 
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A L L L L :  x;:1 

l a r e s  - 
Upor. f i n d :  d e c i s f o n  in t h i s  case a schedu le  of r a t e s  s h a l l  be 

de te rm lne6  which, i f  a p p l i e d  t z  ,weatSer-normal ized Sa les  o f  300,028,658 Cc f  

f o r  t h e  t e s t  year, would have ?r;;vided o p e r a t i n g  revenue wh ich ,  when added 

t o  PGA revenue and misce l ianeoc ;  o p e r a t i n g  revenue no: inC1iJd:'ng f r a n c ' n i s e  

f e e  su rc5a rge  revenue, wou ld  er;::al an amount n o t  exceed ing ,  e x c e p t  a s  a 

r e s u l t  o f  r o u n d i n g  each bloc!< o f  e3c> r a t e  t o  t h e  n e a r e s t  0.01 Cents  p e r  

Cc:, t h e  annual  revenue rsquire-en: o e t e r n i n e d  p u r s u a n t  t 3  A r t i c l e  X I I .  

i h e  jc!ledule of  r a t e s  shall De de:erl?ineA, 3y u n i f o r m l y  i n c r e z s i n g  each 

b l o c k  o f  each p r e v i o u s l y  approved r a t e  by  t h e  same c e n t s  g e r  C c f . .  The 

i n c r e a s e  p e r  Ccf s h a l l  be comp~:?:! b j  d i v i d i n g  t h e  revenue d e f i c i e n c y  

d e t e r n i n e d  pu rsuan t  t o  A r t i c l e  XII oy weathe r -no rma l i zed  t e s t  y e a r  gas 

s a l e s  of 300,028,658 Ccf.  W i t h i n  39 days of  t h e  i ssuance  o f  t h e  f i n a l  

d e c i s i o n  i n  t h i s  case, Iowa Gas s h s l l  f i l e  t h e  schedu le  o f  r a t e s  w i t h  t h e  

Commission fo r  t h e  Commissicn's aF:roval. 

r 

A2.7i.CLE X I ' !  

??funds 

I f  :ne r a t e s  approved by t k  C c m i s s j o n  p u r s u a r  . I  A r t i c l e  X I 1 1  a r e  

1o.der t3an  t h e  i n t e r i m  r a t e s  CGII?C:T: ( 9  : * i s  p r o c e e d i n g ,  t h e n  w i t h i n  30 

dzys  o f  t h e  Commission's apprr;.:! o f  s>ch r a t e s ,  Iowa Gas s h a l l  f i l e  a 

r e f u n d  p l a n  w i t h  t h e  Conmission f o r  t h e  Commiss ion 's  app rova l .  The r e f u n d  

p l a n  s h a l l  s p e c i f y  ?he manner :I? which  Iowa Gas w i l l  r e f u n d  t o  i t s  

customers a l l  amounts c o l l e c t e Z  f r o m  such cus tomers  under t h e  i n t e r i m  r a t e s  

i n  excess o f  t h e  amcunts wh ich  vrcu:d have been c o l l e c t e d  f rom such 
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cus;o.ner~ a".ce- :?e 8:het:ule 0 :  ??:e8  dCoroved by t h e  C o m i s s i o n  p u r s u a n t  

t o  A r t i c : e  X I I I ,  t c s e t h e r  w i t h  ;z:es t3xes  and i n t e r e s t  t h e r e o n  as 

d e i e r m i n e d  by :ne C x m i i s ; o n .  

X Y I C L E  X'/ 

Ev;<ence Excluded 

The p repared  d i r e c t  tes:lmo;y and e x 5 i b i t s  o f  P h i l l i p  0. Ehm, 

F r a n c i s  E. J e f f r i e s ,  d: Sue 2oz?Ta,  Jmes Y. Hami l ton ,  Garry Y. OSbCrn, 

Rober t  P. Evans, R o ? e r t  L. L e s t e -  and ihamas J. Sweeney f i l e d  October  3, 

1983, shall no: be o f c e r e d  i n t 3  ev idenc? by Iowa Gas i n  t h i s  case; and n o  

s i g n a t o r ) /  shaTi a t t e q I t  t3 o f r e r  any e%/i<ence on t h e  m a t t e r s  addressed by 

t h i s  St<pulaticf? eXC?pt i n  res,7cp,si t 3  a n y  such ev idence  o f f e r e d  by any 

p a r t y  no; a s i ;natary t o  t h i s  S::oGiat:cn pu rsuan t  t o  a n  o r d e r  o f  t h e  

Commisj ion,  p r o v i d e d  t h a t  any s:ch evibence o f f e r e d  by a s i g n a t o r y  p u r s u a n t  

t o  t h i s  e x c e p t i o n  s h a l l  be full:! consis:?nt w i t h  t h i s  S t i p u l a t i o n  and s h a l l  

s u p p o r t  t h e  r e s o i u t i o n  o f  t h e  f - z t  i ssues  2 s  p r o v i d e d  h e r e i n .  

M T i C - E  X V i  

Ev'dence t o  be Dresented  

T h e  p a r t i e s  s h a l l  p r e s e n t  evidence on t h e  i s sue  of whether  Iowa Gas 

has p l a n t  i n  s e r v i c e  i n  excess o f  :hat r e q u i r e d  t 3  p r o v i d e  adeqt iate s e r v i c e  

t o  c?istomers. An ad jus tmen t ,  i: any, r e s u l t i n g  f rom t h e  Comission's 

f i n d i n g s  on t h i s  i s s u e  may reduce t h e  revenue r e q u i r e m e n t  d e t e r m i n e d  

p u r s u a n t  t s  t h i s  S t i p u l a t i o n .  ;:e signatories r e s e r v e  t h e  r i g h t  t o  c o n t e s t  - 

t h e  a p p r o p r i a t e n e s s  o f  any adjc:'.ment p r w o s e d  o r  o r d e r e d  on t h i s  i ssue .  

P 
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?rocedure  

The s i g n a t o r t e s  s n a l l  p ropos? and f i l e  w i t h  t h i s  S t i p u l a t i o n  a r e v i s e d  

p r o c e d u r a l  s c h e d u l e  t o  d i spose  o: t h e  i s s u e  s e t  f o r t h  i n  A r t i c l e  X V I  

w i t h i n  t h e  10-month d e i d I i n e  e s t a b l i s h e d  i n  Iowa Code Sect ion  476.6(9)  

(1983) .  

IOWA GAS COMPAXY, AN 0PEXA;ING 
DIVISION OF 

OFFICE OF C9NSUNER A D O ' I C A X  

3Y 
Gary ,X Stewart  
A i t a r q e y  

Pamela L. Pra ; r ;e  
666 Grand Avenue 
Des Moines, Iowa 50303 o.,...& 7. jLL e Telephone:  ( 5 1 5 )  291-2926 A l i c e  J .  Hyae u 

A t t o r n e y  

. ATTORNEY FOR I O W A  GAS COMPANY, Lucas S:ate O f f i c e  3 u i l d i n g  
AN OPERATING OI'lISiON OF Des Moines, Iowa 50319 
IOWA PO'rlER AND L i G i l T  C3MPA:IY Telepnone: ( 5 i 5 ]  29i-5984 

ATTORNEYS F O R  THE OFFICZ 
Date :  OF COI iSUYER A D V O C A T i  

/ 
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4ato of : ea rn  

Respondant :resented the t s s i h o n y  of th-os Expert witirr.?aen 
on r a t e  cf : B ~ U X ~  and r e l a t e d  >=tars .  2:. ;, moada ?os t a r ,  
dn s c a n m l a t ,  wan reta:ned S y  m p o n d e n t  ;j d e t o n i n a  m a;propriate 
re turn  WAC> xespondent Jhould 2e allowed to aarn from ita 
x t i h t y  aparitiana %b!ect ta t.h j u r i a d i c t i o s  of t h i e  C d s s i o n .  
He u t i r i r e d  '.:e mbedded coaz 35 l o n g - t a n  debt c a p i t a l  and 
prefer red  3tcck aa ern of -Le Chraa componan-.s of a f a l r  :*to 
of rc turn .  Bowaver, a rinse wad?rovided w i t h  r e spec t  fo 
long-cam dabt t o  l i v e  a c M  coxsidazation t o  t h e  cost of add i t iona l  
d n b t  capi'al wh1;i: lespondant c o ~ p l a t a s ,  The isauanca 
of preferonce sha-es la lat8 :WB.wae Jot d l r a c t l y  r e f l ac t ad  
in the =spital ~ ~ r u c t u r a  u t i i i d L b y  Dr. router .  

t h e  coa t  a i  cormon stock capi ' . r l . to  4espcndenr, ha appl ied 
t h r m  t e s t a  02 reaaonablenasa -. (1)' the re turn  on equity c a p i t a l  
ahoul2 be ccmmensu:ate with i h r  Estrulne on tnveatncnta i n  
othex c n t o q r i n c a  h a v h g  cor re~pondinq  risks, 12) t h e  prospective 
returns 3hould Sa suXicLcnt  t o  3,tZsact the  add i t iona l  c a p i t a l  
required by i grawag  business, +nd (31 %?e re turn  ahouid 
be s u f f i c i e n t  i o  aaaure cani idanru in t.M f i n a n c i a l  i n t r g r i t y  
of the en te rp r i se  2nd a a i n t a i n  ita credit .  

h l a  d e t e m n a t i w .  of the cox: of cunmOn equi ty  c a p i t a l  -3 
t h e  faspcndenf, (1) an a n a l y a i r . c f  tie chlnqea i n  r i n a n c l r l  
and r e l a rad  f a c t o r s ,  ( 2 )  n a n S 4 a i a  O f  %!a 3ffacts  of i n f l a t i o n  
on tho cos t  of c a p l t a l ,  131- MY syp l i ca t ion  of the =kat value 
or DC? ssthod,  and 0) an applica*&oa of t h e  ccumparabla sa+ni.nye 
or a l t e r n a t i v e  oeportuni ty  aatkod. X l a  u t fL iaa t ion  of t!iaao 
fou r  aeparate  approaches, bared' ¶IL m contamplatad c a p i t a l  
s t r u c t u r e  And azztlcipated c o s t  Jf dabt and preferonce s tock,  
led him :o t h e  conclzaion t h a t  *e-ourrsnt coat  of c m o n  
atock c a p i t a l  t o  t h e  Raapondenr i* :S\ t o  16\, and t h a t  +the 
t o t a l  c a p i t a l  and fair raze of. for %\e Xespandant, 
a t  this time, on t h a  basis of 5% ambedded and ?mspscti.re 
coat  of debt  anC prefcrzsd s t a c k ,  and the cos t  of c-n oquity 
is an follows: 

w i t h  respec t  t o  %-.e -&rO cumponeat of fa i r  rata of retuzi 

Thio vitneas 2urzuad four mpara ta  approache!, i n  raaching 

c a p i t d  Csmponito 
Xiad of Cao:tal St-?ictL?e Coat Rats3 coat  

Long-ten debt 53.39 6.05-5.533 3.21-3.46b 
Prefcrrsd atcck 7 .o 5 . 4 5  0.42 
Conmor. stock - 40.3: 15.O-i6.3 6.30-6.40 

Tota l  l o o .  a% 9.63-10.288 

D r .  Faatar  concl-de2 t b a t  a f a k  Kate of r e t m  f o r  t h e  
Respondent i s  9 . m  a t  t!!ia when applied t o  an o r i g i n a l  
c o s t  r a t e  baa? and u t i l i r i n q  A Capiwl  Itructur'tl A* notmd 
above. 

The mcond wicnasr ,  Wald R. VAnderpoel, an i n v a a h e n t  
banker, praeented testimony xegaedi.nq :he : n s t l t u t iona l  inveatora '  
app ra i sa l  of c m o n  s tock  i n  gcnarhl ,  includinq u t i l i t y  s tocks,  
and t he  aespcndent's i n  part?aXas. .  9s t e a r i z i s d  W a t  i n a t i t u -  
t i o n a l  invt?sto:a, a s  well a8 Lndividual inveamrr, pursue 
one of th ree  broad cateqorlea of Gb]ectiveai 

1. T o t a l  rsrxn-ccmBination o f  divldend incwe w.d 
pr i ce  appsecirzion 

1 .  Capi ta l  gains  

3 .  Inasme i n  t e r n  of purchaainq pcvcr--di-,f.'-d and 
pr i ce  xpprtc ia t ion  gzmL3 compared Co growth of 
waqca. 

- 3 -  
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8e. c o n t z d e d  :?.ct the .iti:i:y t n r e s t o r  :ias been cx:remcly d i r -  
appointed w i t k  %e resu:? :< ?is :omitmenti  i n  u t i l i t y  e q u i t i o n .  
which cx;Lai.-.s :a a ?rea= exrsnr why t h e  eqult'j i n v e s t o r  3eaka 
t o  o h w i n  a :irk jrcni'j3 :vcr !kc nore c e r t a i n  r e t u r n  avail.ab1o 
frm Son&. xe C-irtx: ccnt%ied t h a t . t h e  ' i t i l i t y  zarn ingr  
growth race iz n c w  FL- ::.re= -.ha= the i n f l a t i o n  r a t e  and t n o r e  
has been 3 3ubsc;n:lal iccli-c in p r i c e  aera inga  mult ip1Pr.  

.w. '/ando:?oal at:ributed C - a  d e c l i n e  i n  pr ice  c a r n i n q r  

1. Slow <own i n  ra-2 a i  a n r i i n g e  growth and even a nega t ive  
growt-5 rate i n  acne zases ,  

2 .  3squlatory lag  sfid sbeenca of adequate  r a t e  rc i ief  
assoc ia ted  ; r i t h  regulnt:.on, 

3 .  Lack 3: cont:dence i n  . x i l i t y  sanaqenent  as being 
too : h i 2  i n  :.:nely aeakinq adequate  r e l i c i .  

4 .  P a s t  axperionce o f  , ; t i l r t y  sharaholdera  xhich  has 
boen pro jec tsa  t o  f u t - s c  expectations, 

r a t i o s  o f  ,lti:lq etocks :j x =unbar of reasona ,  p r i n c i p a l i y :  

5 .  innumountabie  f i n a n c i a l ,  o p e r a t i o n a l ,  cnvi rmmanta l  
3nd iniiatioz 7roblcr.s secn in t h e  i n d u s t r y .  

He statEd t h a t  it hac beczme, =.e:efore, Lncrcnsinglp d i l S i c u l t  
t o  a t t r a c t  n e w  stockholders and tc >old exlsting s t o c k h o l d e r s .  

Hc further t a s t i r i a d  ?hat %e Ronpondant hnd rxper icnced  
growth i n  earnings f a i r l y  ionpar&j?e t o  t h ~  u t i l i t y  averaga 
in t h c  e a r l y  1 9 6 0 ' s  but %at ~ece?.?  3rowt.L. nas been at a mUC!l 
reduced rat .  and tha t  dividend gzcwth has  also f a l l e n  behind 
the averages i n  recent  t L ~ e s .  

and t h e  fi09pOndQnt'S 3toc.x i n  ? a z t f c u l a r ,  t o  again become a t t r a c -  
tive t o  i n s t i t u t i o n a l  investors, ,  Q5ui-y investors nust have 
a good :hance t o  earn a rea3c:.arrle ?rcmlum m o r  t h e  c u r r e n t  
bond i n t e r c s t  r a t e a .  Be conc?udcd Chat a 404 t o  50% premium 
as a niniracm l a  roquir.2, and t h a t  151 would be a f a i r  i e turn  
r a t e  t o  t e  appl iod t o  tic book cornon e q u i t y  of tho Respondent 
i n  d c t e m i n l n q  5% c.ur:ent ovczai: r a t e  of rctu:n LO w h i c h  
the Reapor.dcnt i a  e n t i t l o d :  ?bat  scch a l e v e l  would be required 
ta make thc common stock of Xcsponcent a t t r a c t i v e  to initl:u- 
t i o n a l  investment managera. 

dent-Finance, reviawed the  d e c l i n e  ii lonq-term debt  a f i e r - t a x  
i n t e r e s t  covcragr from 5 . 4  times i n  1966 t o  2.3 times for t h a  
12 montha ended October 3 1 , .  1 9 7 4 .  Ha cectiiied t h a t  Respondent 
is rcqui rcd  t o  maintain a f t e r - t ax  covaxaga of a t  l e a s t  2.0 
timcs I The witncsa L U r t h c r  t r s t i f i e d  that coverage at t h i a  time 
Of 2 , 7 5  t3 3 . 0  times IS required t o  pennit f inanc ing  f l e x i b i l i t y  
and provide a margin 0: s a f e t y  f c r  earn ings  ' lucfua t ions  and 
a t t r i t i o n  o€ earnings. He :cr.'rendod t h a t  a r e t u r n  of about  133 
on t h e  common equity in reqc..-cd t o  pr3vide t h i s  m i n i m u m  
coverage,  

Xx. S b a w  founr: :hat i n v e s t o r s  i n  Respondenk's i tock  havc 
not  kept  up v i t h  i n f l a t i o n  and t ha t  z f t e r  t-king i ~ n t o  account  
the Lncrcase i n  bock valna p e r  share 3s well as p r i c e  l e v c l  

.changes,  t h e  purchaain? Towar cf t h e  div idsnd  lips decr:nsed 
4 6 t  s i n c e  1965. Thc book val'ie of t h e  common e q u l t y  adjusted 
f o r  i n f l a t i o n  betxeen 1?41 md Zunc 1374 1s about 774 high:  
than ata tad  book value. Ae f u r t h e r  concluded t h a t  i n  terns 
of purcha.sinv wwsr, a 151 allowed -sturn on c-cn * q u i t y  i n  
1974 Would produco on>; 9 . 1 7 9  i n  g l r c b a s i n g  power an r e l a t e d  
t o  purchasinq power of invostad 5ol;ars when committed and 
below t h c  3 . 7 5 1  in tercox  :os: s: the  Respondent 's  most i e c c n t  
bond sa10 i n  1 9 7 0 .  

M r .  Vandcr;cel cor.cPided t h a t ,  i n  o r d e r  for u t i l i t y  s t o c k s ,  

The t h i r d  YLtnecn, Donnl3 iI. Shiv, Raspondent 's  V i c e  Preai- 

- 9 -  
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L-. Chav : z a c f i c l  =\at i t  :s e-acted t h a t  the *spandent 
will need adei:Lcnal c a p i t a l  a f  approxtlnately 530,300,000 to 
5 3 5 , 0 0 0  ,000 I n  2 7 5 ,  and -.ha-. L t 3  t o n s t z c t i c n  requirements 
for tho Ei-10 year3 1975-??79 2111 approxi.natc $ 3 5 4 , 0 0 0 , 0 0 0 ,  
of which aporon5acr:y h a l f  is e-ected t o  be from external 
~ourc2s. :le m n c L d e d  :!ac a 153 r e t u r n  on i t s  common equity 
w i l l  +nabla  3espcn6w.t t o  f i n a n c e  :snstruciio2 f o r  ?.?e foreaseablc 
f u t u r e  and aatf5E:r n s t c m r  requirements in an econcmic mnnncr. 

%spandent ?resentad C e n t i m n y  to demonstrata tbe cffcct 
of i n f l a t i o n  upon t he  uciL:zy I n d u s t r y .  Reapondent 's  Exhibit 
65, c a l c a ? a t e d  *hat c a p i t a l  ret '2rr.s xould rarulr frcm apglylng 
tho propoeed :ate9 t c ~  m a2:uatec 1974 t e a t  p a r .  Tho 1974  
n d j u r t e a  e l e c t r i c  urd 3as ju::adictional o p e r a t i n g  incomes, 
incl3ding the ir.cr=ascd izcome from the p-opoaad ,ra+&s, verc 
dividnd by the ]-rlnd:ctionai r a t e  bases  t o  j roduce  r a t e s  of 
re turn.  %turn6 an ccm.cr, e q u i t y  vera s a l c u l a t s d  t rcn the over- 
a11 rates of rerum a r i n g  cne c a p i t a ?  5 t r u C t u r e  a t  :he end of 
1974. ?ntopondenz soughr :3 deEoaatmci? +Art even w:th the 7x0- 
poaca rates t h e  :alcuiated m e s a l ?  rate of :e(lurn would be  sub- 
s t a n t i a l l y  lower than cur:ent cast  c z  c a p i t a l  found by the  
Respondent 's  x i znesses .  

mi3 C m i 3 s i c n  is z.:.ar;ed x i r 5  ehe r o s p c n s i b i l l t y  of 
d e w m i i n i z g  a j!~:.c w.d r o a o n a b l e  :ate 01 rsrum. ?% Comniss ion  
rncoqn i re s  t h a t  3 .:ti:i-.y rust have 3 c S f i c i o n t  annua l  e a r n i n g s  
eo meet o p e r a t i n g  c x ~ c n s e s  and provide a r e a s c n s b l ~  return 
to i n v a s t o r s  f o r  -.he ri;kr asauned. X Liir :a== of '=turn 
would snnblc thc utility to ?.::-act new c a p i t a l  for expansion 
and ma in ta in  t ! e  :Inancia? in te5r i t . i  of its i nves tmen t .  ?he 
commission also rcosqnizes ',at rc:ez must 34 jus? and r c a s c n a b l o  
for  thc r a t e p a y e r  a8 r o l l .  

R e s o q d d n u  all of meso Lac to r s .  this Comnfs~ ion  is 0 2  
tho op in ion  t h a t  d r a t e  of zetuzz or' apprax:matPly 0 . 7 5  ?or 
c e n t  on i t s  0ri; inaL cos: Xate aase,  ag heroin  dcternincd,  
f o r  i t a  3 l e c t r i c  ocarat iona Fn I l l k c i s ,  and 8 , 3 5  p e r  cenr. 
for i ts  gas  opa ra t ionc ,  r3nultir.q ia a combined weightcd r a t e  O f  
m t u m  af about 8 . 3 0 5  i a  reasone+:- 2nd ?rope:. 

and be ing  S U ? ? ' ~  ad'iired i n  :he ?rsnisea, is of  t h e  c?ir.ion 
and finds t h a t :  

The C o m i s s i c n ,  having cxminal  the entire zocord berein,  

I w a - l l l i n o i a  Gas mnZ Zlec-ric company, an I l l i n o i s  
c o q a r a t i c n ,  is engaged i n  Cho genoration and supply 
of e l e c t z i c  m e r =  ~6 t ! a  dinL-ibution and sa le  
of gas Ln Il:i=oiz m d ,  is 2 p u b l i c  u t i l i t y  within 
t h e  monninq o *  an .Act e n t i t l e d ,  "An Act concerning 
publ ic  u t i l i t i e s , "  a3 mendad; 

the Co:.missLon has j u z i s L i c t i c n  ove: Respondenc and 
of tho aub:ec: matter  h e r c m :  

on Saptenbur 30, 1374, ?aspondent f i l e d  w i t h  :!le 
Commission c e r t a i n  r s v i a e d  nchaduleo of r a t e 3  <or  
ita gas and r l a c t r i c  s e r v i c ~  a p p l i c a b l e  t o  i t 3  opcra- 
t i o n s  i n  illinoia, i n  which it proposed a g e n e z a l  
i nc reaea  i n  r a t e 3  f o r  various c l a s s i f i c a t i o n s  II 
service e'icctive Octz5er 2 1 .  197a; 

dua nc'icn OC tke f i l i n g  cf aaFd rate schedules w a s  
given ;urssan'. t o  law an6 rho r u h z  m a  r e g u l a t i o r i s  
05 this Co1-mijsion; 

on OcLober 3 ,  1974, thb Csrdsaion lunpended the 
proposed :a:es pend ing-hea r ing  turd inves:igntion 
and subscquontly,  on lebr'uary 19, 1975, resuspended 
s a i d  r a t e s  c n t i ?  August 2 7 ,  1 3 7 5 ;  
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( 6 )  noti:e sf :+,e :ni:ia: ;iearinq hcld i n  this caie '.as 
m a L 3 6  +i :;?e Seczs=ary of the Commission to :owa- 
:lLi:.c:s ';as and Zlectrie Company, t h e  xayor, CiOf  
A t t a r i c y  and CLerk si -he 7 u n i c i p a i i t l e 3  located 
withL-. t h e  i;npany's s e n i c e  areas in  I l l i n o i s ,  and 
Lo o rbe r  ;=rscns c= antLties 96 shovn by the docke t  
shee-.s naiztaincd j y  :he Secxta:y of the Commission, 
a l l  in ascor?a;.cc with t h e  rules and rsgulations 
of % i s  Cornmisaicn: n o t i c e  of aubsequent  hearings 
wa3 s n i i e d  5y Lhr S e c r e t a r y  of %.e Comiss ion  t o  
such prs ies  IS are shown by the dockct  shects n a i n t a i n c d  
by f5.c C s m i a s i o n  in t h i a  case: 

(7 )  c t a t c n e n t s  of  fa=% dad conc lus ions  :*ached i n  rhe 
prefat>:, p a r t  of th i s  o rda r  are m p l y  aupportcd 
by e-ridencc rec-rd and a r e  hcreby adopted as Elndings 
a i  f a c s  5crr:n: 

(8 )  methcls UPCC >y :ha Zea?ondent t o  a l l o c a t e  properky 
dcdica:ai, t o  t h e  p 'dnl ic  i n  i l l i n o i a  i n  f u r n i s h i n g  
gas and QleCrr'C ser-r ica  i o  Its cUatomer8 a r e  : u r t  
and raa3onabLc and a r e  hersby approved f o r  puqoses  
05 :hk case: 

t \e  O r q h a l  Ccsr cf -.he lesgondent's used and % e f u l  
a l e c t z i c  ?:act i n  SerJice  i l l o c a t e d  t o  rllincis opera- 
tLonE, a: of :ec&-e: 31, 1 4 7 1 ,  1s $131,487,000 for  
pur?osea of this'~roceeding: 

Accumulated I r o v i s i c n  f o r  S e T r e c i a t i o n  and A U O r t i l ~ t i O n  
of :ha Respcndent 's  ased and u s e f u l  e lectr ic  ? l a n t  
i n  S e r v i c e ,  aliocrred ta 1:::noia o p c r a t i o n s ,  as 
of Dccedxr 31, 2 9 7 4 ,  is 334,125,OQO, r e s u l t i n g  ln 
a nut Crigina: Cast af aucb Ylant as of such  d a t e  
of 5 9 7 , 3 6 1 , D C O  t o  be used f o r  the purposes  a i  t h l 6  

( 3 )  

(10) 

c a s e :  

1111 t h e  fc l lowing itcms, aifecrlng I l l i n o i s  e l e c t r i c  
OperaCimE oi :he X e a y x d e n t ,  as a d j u s t e d ,  should 
be trcased i:. ccnnect icn w i t h  a s t a b l i s h i n g  RasFondcnt 's 
O r i g i n a l  cost Rare 9ase for such o p e r a t i o n s :  

Additions : 

9 132,000 
823,000 
ssa .oao 

Wad-Cizias Nucloar lower S t a t i m  7 2 4 , 0 0 0  

I f 1  Xaceriah and 5upplias 1,029,000 

$ 5 , 7 0 5 , 0 0 0  

!e)  r'ucl S t l eks  (Coal an: Oil) 1 ,999 ,030  

T J t a l  Ad5i t ions  

Deductioae : 

(9) Contzibct ianr  i n  A i d  af 
C o n n t r ~ J c r i o ~ .  6 300,006 

( h )  Acz.;mula-ed Deferred iacome Taxes '8,371,000 
(i) Z l e c t r i c  ?:ant Al?o:able t o  

Ron;-risCiccional ?:perations S,065,000 

Total  2eGuc'.iona $14,336,000 

Nct >a&dcricni, $ 3,631,300 

(12) Reapondent's C r q i n a l  Coat ? a t e  Base f o r  the purpose of 
t h l s  proceeding, an of Dccsnbcr 31, 1 9 7 4 ,  f o r  its 
Illinois electric o p s r a t i o n s  is S8a,710,0001 

I 
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t h e  '3riqin.L :as= 0f'::e aespondent 'a  used and 9ae:ul 
gar 21ar.n'. i n  3 o r r i c a  a l l o c a t e d  t o  1:ilnola o p e r a t i o n s ,  
as 0: 3 e c - d e r  21, 1974, is $37,755,000, 

Acscumu:ated ? r a v i r i o n . f o r  Deprec ia t ion  and Amor t i za t ion  
a i  the R e s p c d e n r ' ;  used and usetul gas  p:ant i n  
aor'?:ce, a l l o c a t e d  zo .:IlL?ois s p e r a z i o n s ,  a s  cC 
Decembcr 31. : 9 7 4 , . r s  :9,533,000, r e n u l t i n g  i n  3 
n e t  O r i g i n a l  Cost af such Tlant as of such  d a t e  of 

t h e  i o l l c w i n g  iiemp, afCcctLng t h e  Iilinoi, g a s  cpera- 
t i o n a  of t h e  Responden:, should be t z e a t e d  i n  c o n a e c t i o n  
w i t h  5ie a e t a b l i s h m e n t  of an O r i q i n a l  Coat  Rate Base 
for auch o p e r a t i o n s :  

Add i t tons :  

sia,722,000: 

(ai fnv=sc..enr i n  Caa Leases $ 1 , 4 9 2 , 0 0 0  

(51 Gaa Sto red  Undsr?round, L ique f i ed  
(5 )  Hat:rials and Su;iplics 300,ooo 

T e c r o l e m  CaS S*ugply,and s ' tored 
LYG 800,000 

T~tal Mdit iars  5 ?,551.000 
Saduotion,: 

10) C o n t r i b u t i o a s  i:. Aid of cons t ruc t ion  $ 726,000 
(4) Cusc.smor Advances . f o r  Conskruction 2 0 6 , 0 0 0  
i f 1  Acc~umulared 3efarzd Incame T W * ~  2,332,000 

k t a l  3eductfona $ 3,264,000 

!kt Deductions 5 572.000 - 
'Acspondent's Original CoUt'Raie Base for the ?ur?oac 
of this - ,rocaeding as of December 31, 1374, :or its 
ILlinoLs gas operations is ji8,050,000; 

ra tes  which were i n  e ' i f e c t  ?rLor t o  t h e  a u t h o r i z i n g  of the 
i n t o r i n  rates a c t z o r i z e d  by Commission Order of November 
6 ,  1 9 7 4 ,  and aaid interim.rster tor e l o c t r i c  service 
furnishad t o  t he  Illinois customora of 3aspondont, 
are fnadnqua ta  and uajlar in that they do not producc 
a reanonable  return t o  ,Respondent on its invos*mcnl 
i n  e l e c t r i c  p l an% used i n  i t 8  Illinois o p e r a t i o n s  and 
r ecove ry  o t  o p e r a t i n g  ccsts of e l o c t r i c  s e r v i c e  h r n i s h e d  
t o  1:s : l l i n o i s  custamril: 

r a t e s  proposed kere?n:by ?.raspondcnt f o r  ita electr ic  
o p e r a t i o n s  i n  I l l l n o i s , , w o u l d  prcducv a rats of r e t u r n  
of 9 . 4 2 1  :n L>c OrLgind C5st .%ate Bam of $88,972,000, 
and such proposed rhtea  are unrcllncnable and unju:t 
and should =e csncalLcd a d  annu l l cd ;  

t h e  Xespondent ahokld,be r e q u i r e d  f o  fila rakes that :  
will produco a n n u a 1 , o m r a t i n g  revenuac of approximatop 
S34.96€,000 and annual o p a r u t i s g  income of approx ima te iy  
$7,164,000 for it= e l a c t r l c  opcra t ions  i n  I l l i n o i s ,  
and such nnnual o p e r a t i n g  income would, i n  t u r n ,  Drovidc 
t h e  Rc3ponlcnt with 2:rara 3f return of approxfmatcly 
8.751 on its 0riginal :Csa:  Xate Base a3 5 c t  t o r t h  i n  
F iad inq  I121 h e r e o f :  

k p a n d a n t  should fila .ncw t a r i f f  schadulea (1) adopting 
t h o  Staff's prcpoaalj .for its apace heating Rate 1 0 5  
xs h e r a i n b e t o r e  atatad; (2) i n c r a i s i r q  t i e  dem?nd charcj% 
to t h e  l eve l  p raposcd .by  aecpondcnt filcd on 
Novcmter 4 ,  L914 i n  h t a s  1 4 1 ,  l d 2  and 153; and 



( 3 )  ~zz*rieY.q -5s i a lanca  cf rllowkble elacL-ic aperat-  
in3 revenue Pf ~rzaa - the -boa rd  nni.Corn parcentzge 
incredoas 5: :he *ne:= charger contained i,? the 
ir.tor2. 2al.m 122, 1 2 5 ,  1 4 1 ,  1 4 2 .  1 4 5  and 1531 

( i l l  rate i  .Jhi:h  era i n  o,Yect prio: t o  tha  authorirLw 
of :.?LO t i t e r x  :a=aa mthar l zad  by Conmisalon Orde- 
of Hovmat;er 5 ,  L?14, and l a i d  inter im ra ta8  ? O r  Jb6 
aervice S u a z b e d  50 -3 Xll inois  cuatomers o f  Rsrpond- 
e n t  inadcquata an& nnjuot in t h a t  they do not 
produce a raasonri3lcz -+urn t3 aeapondent on l ea  
invenment  in j a s  j k z f  w a d  in i t s  Illinois operatlone 
an6 racoverf $ 5  o p e r s i n q  c o s t  :or gas eerrics furnighed 
t o  it. :1lizoia c;ratmmrw 

(121 ra taa  ?reponed .'Les.ex 'Sy aanpondmt f o r  i t a  qaa opera- 
t i m a  In i1l incLe XOUU reeult i n  a r a t e  of raturn 
of 3.21 on the 3rZg-.-.d Coat Rata Bana of $ 2 3 , 0 5 0 , 0 0 0 ,  
and such proponad zatsr. BO unreasonable ar.d ur.:uat. 
and should >e c a n c e l l d  and annulled! 

(23) Respondent's ;r?pcaaC :aten daaiynated aa I11. C.C. 
No. 1, 1 6 t h  2eviial  3?i-t No. 6 .  13th h v i a e d  aheet  
NO. 7 ,  13th levised.  5 h m t  NO. a ,  11th Xevlaed Sheer 
N o .  3 ,  2 X h  3ov:~ad 3 b w t  80. 24 and 10t3 Revised 
Shaez :JO. 2 5  incrsaeL.T non-ra61den-lal rats8 :or 
natura l  Taa ~ e m i c n  1.1 Illinola, A=* rcanonable azd 
j u a t  and Phou1C be Xpp-Tvedr Aeapondent'i proposed 
rate8 eet ignatcd,  sa 7Z.. C.C. Yo. 1, 17th Rsvised 
Sheet 30. 5 am? 9th Rvzlsed Sheet Xo. 2 6  appl icable  
t o  roa i2ont ia l  natuzal  ;an service in I l l i n o i r .  are 
unreaacnable and ,mjua%, and should Sa ca -c l l ad  and 
am?rllsd; 

( 2 4 )  Reapcndant s h D u S  ba . r rqul red  to f i l a  naw r a t a  schodulsn 
for  :emidan%bL qmaar?-co I n  I l l i n o i a ,  which, tegothar  
with :he t a t 8 1  a p ~ r c v d  hardn  <or  non-reaidoneill 
s a r r i c a  ,rill ?r;ducc am.uai operating ravenuon of 
approxLnaraly : 2 3 , 7 9 8 . 3 0 0  and annual operat ing income 
of apprcr imta2f  j i , Z O , O O O  l o r  iL.a,gas operation3 
i n  Illinois, and sw&! A ~ U S ~  op.ra.l;:ng incame is 
calculated t o  p:sv:de %!0.3aapondent with a =ate  
of re t 'xn  c: approxkaraly a . 9 5 1  a n  i t a  Original 
Coot Rata Xaue 1s get forth in Finding (16) hereof; 

Aaapondcnt shouli ba raqulred t o  rngaga i n  a cost- 
o f - s e r r i c s  atudy, and d m L t t i n q  aame to  t h e  than 
Januar i  1, L377 i 

any objact iana and nczioas mada in t h i s  proceadinq 
t h a t  remain undispomad of should be conaiderad diapoaed 
of in 3 mannar eonsircent w i t h  t he  ul t imata  conclusioni 
here in  cnnta:.-.sd. 

(25)  

(261 

IT I S  TIlEREFORE 0323.X3D t h 8 t  the  Suspension Drder enterod 
by thfe  Commiaaion on Cctobe: 9 ,  I974 and t h e  Reiuxpensicn 
Order en te red  on Zebruary 1 9 ,  r975 >e, and the sama a re  keraby, 
vaca ted  and  set as lda  ea to 2 m ~ - I l 1 i n o i 8  Ga6 and ZlecL-ic 
Company r a t aa  designated 19 1x1. C . C .  so. 1, 16t! peviaed Sheet 
No. 6 ,  13th Revi3ed Sheet No. 7, .  :3th Revised Sheet NO.  3 ,  
11th Reviaad Shoat SO. 9 ,  256% Ravised Sheet No. ~ 2 4  and '0th 
Rmvisad Sheet  N o .  2 5 ,  incraaafng non-reeidential r a t a a  f o r  
n a t u r a l  gas s e r J i c e  i n  ILLinoi3, and said r a t e m  zro pemlt' .od 
t o  bacomo ef fec tzvs  Lor semica  ra.-.der-4 on or a f t a r  the  da ta  
of t h i n  Order ,  

IT IS FURTIIEX 3 3 D E . e D  :?la$ :ma-I l l inaia  Gas and r l a c t e i c  
Company raten de6igna:ad a3 I l l .  Z . C .  N O .  1, 1 7 t h  Rcvited ahect 
NO. 5 and Eth Ravided S t e n  N O .  2 6 ,  increanisq the  :at38 fc: 
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r e s rcenz ia l  n a x r a l  ?as nar r i ce  i n  lllinoia be, and the same a r e  
hereby, p e m o n t l y  cance i led  xnd annulled, and aespcndenz 
ia hereby auC?orized and direcced EO i i l e  wit.. t h i n  Ccmmiaslcn 
revi6ed Jchcduies of auch :.to$ t o  grovido addi t iona l  operating 
revenuca f o r  r e s i d e n t i a l  aacural gas serv ice  i n  I l l i n o i s  o f  
5 9 5 3 , 0 0 0 ,  axcluslvo of t he  2% S t a z I  add-on taxes .  5aid new ratec  
are to beccma ef:ec:ire bn all r e s i d e n t i a l  nat 'xal  g6S serv ice  
rcndercd by 3eopondonr Lr 2 1 i n o i s  an o r  after the  date  said 
:at0 rched.ilea a r e  placed on f i l e  w i t h  chis Ccmisaion.  

s e n i c e  i n  I l l i r .o i s  allowed zo L-aceme e t t e c t i v o  by v i r t u e  of 
an brde: w..Mtion tor ZntsrL3 3a te  n e l i a f  entered by the Ccmmia- 
sion 9ovmber 5 ,  1974, ba, and the Pame are hereby, psnnanontly 
cancalied and annullea t f$se- iva  a t  such time as new r a t e  schedulea 
?or  natural yaa aerv ice ,  f i l e d  3 ~ 3 u a n t  t o  t . e  provis ions hereof ,  
a re  pormittnd zo became e f f e c t i v e ,  

1 4 1 ,  142, 1 4 5  and 153, allowed t o  Ooccae e f f e c t i v e  by v i r t u e  
of an intar:m crcor  in  this rJricoedinq entored Novaeber 6 ,  1 9 7 4 ,  
be,  m d  Lhe 36mo a r a  hereny, peznanontly cancclled and annullcad, 
eftectiva a t  iuch t b e  as JCW r a t e  nchedules for electr ic  service,  
f i l e ?  purzuant $0 L5e arov:sior.s heraof, a r e  p e n i t t e d  t o  become 
ef €ac t ive .  

Company be, and in hereby, authe lzed  and d i r ec t ed  t o  f i l o  
v i t h  thie C;mmlssion zeviaed schedules of - 3 t P s  i n  accordance 
with t h o  provis ions of ?indinq (23) hereof, co provide operating 
revenues and o p o r a t h g  incime 35 see .EorC? in ?inding (13) 
hereof; said r a t e s  are +a becme ofiactiva fo r  a l l  electric 
serv ice  rsnderad by asspondent i.1 lllinoia on or a f t e r  t h e  
date  m i d  new r a t e  achcdules 3re ?:aced on file w i t h  'hia 
Cmmniaaion. 

IT 15 FURTHER OPD%LED <?at Respondent aubmit to  t h o  Commis- 
a i o n  on o r  befo re  January 1, 1?77, a Cost-of-Service Study for 
providing o l e c t r i c  a a r r i c a  LT ::iiAnois. 
atudy, Xeaponden: is d i r sc iod  t o  :Onsult with t he  Cemmizsicn's 
Electric Eng:neer:ng jtaff t o  f i e r o d n e  the procedure and method 
f o r  maki-g such Ccst-of-Serrice Stu6,y. 

I T  I S  PUaTHER ORBERE;; t h a t  any objoc t icns  and nat ions 
made in  t h i e  proceeding -ha t  r a a l n  undiapoacd of ahal?  b~ 
considerod diaposed cf i n  a manaer conaiatenc with the a l t imate  
ccnclurione contain& h e r e i n .  

17 IS ZCRTHER O R C E Z D  tha t  inter im ratas  for  na tura l  gas  

IT is IVRTHER O R D E ~ D  ?:?at interim 3 iecu ic  se:vice R a t n s  

:2 :S ?LXTIIER O W R S C  L ' a t  ;Owa-Illinois aas and z l a c t r i c  

Sefora i n i t i a t i n g  sa id  

By Ordar of t h e  Comisa ion  tiia 2lst day of August, 1975. 

(SIGHED) W F T N  S. L I E B E M U  

Chairman 

XLT : M B  

(5  E A LI 
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Please give your name an2 address  t o  the  r e p o r t e r .  

My name !s J, XXoads Foster. My address  i s  1101  Seven- 

teenth S t r e e t ,  Northwest, Washington, D.  C .  20036.  

What is your  profession: 

I am an economist, and a sen io r  consu i tk7 t  w i th  Foster 

Associates,  I n c . ,  a consul t ing  Z k a .  

What is Foster Associates? 

Foster Associates i s  a grcup of  inZependent consu l t an t s .  

The firm o f f e r s  economic research  and c c n s u l t h g  ser- 

vices t o  governmental agencies ,  industria!. groups i  and 

ind iv idua l  coxpanies in the United S t a t e s  and Canada. 

What are t he  p r i n c i p l  a reas  of r e sea rch  and c m s u l t i n g  

a c t i v i t y  with which Fster Associates is engaged? 

The p r i n c i p a l  a reas  of consul t ing  a c t i v i t y  concern 

energy, public u t i l i t i e s ,  communications, t h e  secxri- 

tics business ,  a n t i k r u s t  problems, and t h e  postal s e r -  

vice.  

volve nany iss- ies  k?d problems, inc ludin?  supply of and 

demand Zor prcducts and s e r v i c e s ,  ? r i c i n g  of produc’ ,~ 

and se rv ices ,  metho& of governmental r e g u l a t i o n ,  prg- 

posed l e g i s l a t i o n ,  reasonableness of e a r n i n g s ,  f i a a n c i a l  

f e a s i b i l i t y ,  c o s t  ana lys i s ,  va lua t ion  of  p r o p e r t y ,  in -  

dus t ry  s t r u c t u r e s ,  e t c .  

What is your f o m a l  cd-cation? 

I s tudied  a t  the University of Missouri ,  Columbia Vni -  

v e r s i t y ,  and New Yark Universi ty .  A t  t h e  Un ive r s i ty  

Assiynxents witaiz these azeas  of a c t i v i t y  in-  
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111. c o s t  of Czmor. Stock C a c i t a l  

Q. How have :mu apprsached a d e t e r n h a t i o n  of t h e  c o s t  

of cemmori s tock  ca?ital t o  I o w a - I l l i n o i s ?  

A. I have a p p l i e s  t f ?  t h r e e  g e n e r a l l y  accep ted  tests of 

reasonableness  -- (!.! t h a t  t h e  r e tu rn  on e q u i t y  cap i -  

t a l  must  be comsensc:ati wi th  r e t u n s  on i n v e s k x e n t s  

in o t h c r  e n t e r p r l a e s  Savin9 co r rc spond izg  r i s k s ,  ( 2 )  

t ha t  t h e  p rospec t ive  r e t u r n s  m u s t  be su f f i c i en :  t o  

a t t r a c t  Lh.2 a 6 l i t i o n . l  caai ta l  r e q u i r e d  by a growing 

b u s i n e s s ,  ar.d ( 3 )  L!at t h e  r e tu rn  mus t  be s u f f i c i e n t  

t o  a s s u r e  conficknce i n  t h e  f i n a n c i a l  i n t e g r i t y  of 

t h e  e n t e r T r i s e  a d  mainta in  its c r e d i t .  

I n  applying t h e s e  standards,  I have pursued f o u r  

separate o r  d i f f e r e 3 5  approaches.  I have reviewed 

changes i n  f i n a c c i a l  and r e l a t e d  f a c t o r s  b e a r i n g  on 

e q u i t y  investment  risk and c o s t  of  com.on e q u i t y  t o  

I o w a - I l l i a o i s .  ConsLZerntion o f  t h e s e  changes ,  which 

have become increasingly adverse s i n c e  abou t  1 9 6 5 ,  is 

n e c e s s a r y  t o  an ! a d e r s t a n d i n g  of t h e  c o n t i n u i n g  loss 

of i n v e s t o r  conzidence and t h e  e v a l u a t i o n  of *&e evf -  

dence of t h e  c u r r e n t  c o s t  of comrron stock c a p i t a l  t o  

I o w a - I l l i n o i s  and o t S e r  p u b l i c  u t i l i t i e s .  

Because  of i ts  s i g n i f i c a n c e ,  I c o n s i d e r e d  sepa- 

r a t e l y  t h e  e f f c c t s  of i n f l a t i o n  on t h e  c o s t  o f  c a p i -  

t a l .  I hhve a l s o  q p l i e d  t h e  DCF o r  marke t  v a l u e  

method, an2 f i n a l l y  cons idered  r a t e s  of e a r n i n g s  on 
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book equities of g e n e r a l l y  comparable r i s k  -- t h e  

comparable e a r n i n c s  methoC. 

Q.  What is  m a n %  by a l t e r n a t i v e  c g p o r t u n i t y  c o s t  as a 

standarc!  of u t i l l V 1  ea rn ings  r e g u l a t i o n ?  

A. The o p p o r t u n i t y  c o s t  ? r i n c i ? l e ,  which is c o n s i s t e n t  

wi th  the t h r e e  g e n e r a l l y  accepted  t es t s  o f , r e a s o n -  

a b l e n e s s ,  emphasizes t h a t  t h e  c o s t  of u s i n g  any =e- 

s o u r c e  for a given  p-rpose is  t h e  re turn  t h a t  is  fo re -  

gone by n o t  us ing  it i n  i t s  next  b e s t  a l t e r n a t i v e  use. 

TO a f a r m e r ,  t he  c o s t  o f  raising corn is the sacri- 

fice of a l t e r n a t i v e  c r o p  or d a i r y  p r o d u c t s  which t h e  

land could praduco-. Workers e v a l u a t e  a g iven  anploy-  

ment o p p o r t u n i t y  in t e r m  of o t h e r  j o b s  a v a i l a b l e .  Sin- 

i l a r l y ,  t h e  oppc r tuE i ty  c o s t  o f  e q u i t y  c a p i t a l  t o  Iowa- 

I l l i n o i s  is t h e  e a r z i n g s  s a c r i f i c e d  by n o t  i n v e s t i n g  

i n  o t h e r  companies of corresponding r i s k .  

When utility rakes are  h e l d  a t  l eve ls  which pre-  

c l u d e  e a r n i n g s  e q u i v a l e n t  t o  t h o s e  a v a i l a b l e  from a l -  

t e rna t ive  i n v c s t n e n t s ,  i n v e s t o r s  pay lower p r i c e s  f o r  

u t i l i t y  s t o c k s  r e l a t i v e  t3 ' the  e a r n i n g s  and d i v i d e n d s  

which t h e y  believe t o  be i n  p r3spec t .  T h i s  r e s u l z s  i n  

u n f a i r  t r e a t m e n t  of  t h e  ca,i tal  p rev ious iy  ccmmit=cd 

and a h i g h e r  c3s t . o f  c a p i t a l  t3 t h e  utility. 
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111-1. s e l e c t i o n  of  2efe:ence Groups 

Q. what do you mean by :he term "reference group-? 

A. To apply'the a l t e x a t i v e  o p p o r t u n i t y  c o s t  s t a n d a r d ,  it 

is n e c e s s a r y  t o  se lect  o t h e r  conpanies  having g e n e r a l l y  

s i m i l a r  e q u i t y  invcstxent r i s k s  or,  i f  such companies 

are not a v a i l a b l e ,  t o  make adjustments f a r  d i f f e r e n c e s  

i n  i n v e s t n e n t  r i s k s  an6 t h e  e f f e c t s  of t h e s e  d i f f e r -  

ences  on i n v e s t o r  z e t u r n  requi rements  and t h e  cos t  of 

common e q u i t y .  A d S i t i o n a l l y ,  a n a l y s i s  of  t h e  market  

p r i c e  behav io r  of t h e  common stocks of o t h e r  companies 

hav ing  g e n e r a l l y  s i . n i l az  e q u i t y  i n v e s t z e n t  risks may 

be h e l p f u l  i n  t;le a p p l i c a t i o n  of t h e  marke t  v a l u e  or 

DCF method of  de t e rmin inq  a f a i r  r e t u r n  f o r  t h e  u t i l i t y .  

I have selected grcups of  p u b l i c  u t i l i t i e s  and 

manufac tu re r s  f o r  t h e s e  pu rposes ,  and des igna ted  t h e n  

r e f e r e n c e  group;. 

Q. P l e a s e  i d e n t i f y  the r e f e z e n c e  groups used t o  estimate 

t h e  cast o f  com.on e q u i t y  t o  Iowa-Il!.inois. 

A. As a p o i n t  of d e p a r t u r e ,  I have looked t o  a l l  elec- 

t r i c  and e l e c t r i c - g a s  uti1iti@S w i t h  revenues over 

$50 m i l l i o n  l i s t e d  cn the  New York Stock Exchange. 

There a r e  79 such p u b l i c  u t i l i t i e s ,  excluding t e n  

h o l d i n g  coxpanies  a n d  I o w a - I l l i n o i s .  

Common stocks of cmnpanies i n  t h e  e l e c t r i c  and 

t h e  ccmhinatic5 e l e c t r i c - g a s  i n d u s t r y  a r e  r e l a t i v e l y  
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Q. 

e q u i t y  c a p i t a l  is hi:P.ez by a similar  or l a r g e r  

margin.  
- -  To ill ' i 'straze the e :ZeCt  on t h e  C O S ~  of t o t a l  

c a p i t a l ,  assume t \ a t  i n  i364 t h e  c o s t  of  t o t a l  c i p i -  

t a l  was 7 .0  p e r c e n t ,  and t h a t  tho cost of s e n i o r  

c a p i t a l ,  e q u a l  t~ 60 9 e r c e n t  of t o t a l  c a p i t a l ,  was 

4 . 4 4  p e r c e n t .  I t  follows t h a t  ttie cost of common 

e q u i t y  was 10.85 p e r c e n t .  Assume f u r t h e r  t h a t  cost 

rates are now 5.i4 ?ercer.tage p o i n t s  h i g h e r ,  c o r r e s -  

ponding to Lie  rise of i z t e r e s t  r a t e s .  AccorSingly,  

t h e  i n d i c a t e d  c o s t  is ncw 1 5 . 9 9  9 e r c e n t  f o r  common 

e q u i t y  and 1 2 . 1 5  p e r c e c t  f o r  t o t a l  c a p i t a l .  Subs t i -  

t u t i n g  an embedsed c o s t  r a t e  of 6.C5 2 e r c e n t  fez t k e  

c u r r e n t  c o s t  o f  s e n i o r  c a p i t a l ,  the i n d i c a t e d  recurn  

on t o t a l  book c a ? l t n l  is EOW 1 0 . 0  p e r c e n t .  

Moreover, o t h e r  facrsrs  benrinr ;  u p n  the e q c i t y  

r i s k  premium have n o t  been unchanged. The c o s t  of 

e q u i t y  c a p i t a l  is s:gher Clan i n  p r i o r  years because 

of t he  g r e a t e r  risks S o r x  by e q u i t y  i n v e s t o r s ,  dJe 

t o  h i g h e r  d e b t  r a t i o s ,  enormous i n c r e a s e s  i n  embedded 

c o s t  of f i x e 6  income o b l i g a t i o n s ,  i n c r e a s e s  i n  cap i -  

tal s t r u c L u r e  leverage, and i n c r e a s e s  i n  demand rela- 

t i v e  t o  t he  supply of  f.sxls. 

Does t h e  c o s t  o f  c a p i t a l  t o  un regu la t ed  e n t e q r i s e s  

also increase with a n t i c i 3 a t e d  i n f l a t i o n ?  

. .  

e 
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A. Yes. The e f f ec t  is k a s i c a l l y  L!e same, though d l f -  

f a r i n g  i n  &!gee and form. We c h a r t  on page 3 2  of 

t h e  e x h i b i t  illuserates t h i s .  

The  i n f a n a t i o n  on i n f l a t i o n  and d iv idend  y i e l d s  

f o r  t h e  I o w a - I l l i n o i s  s t o c k  and the  index  of yields 

on Aa p u b l i c  s t l l i t y  bonds i s  c a r r i e d  t o  page 32 from 

p r i o r  c h a z t s  and is r e p r e s e n t e d  by t h e  s o l i d  l i n e s .  

The broken l i n e s  =-?resent Xoody's index  of y i e i d s  on 

Aa i n d u s t r i a l  bor .2~  and d i v i d e n 6  y i e l d s  on Stanzard 

6 ? o o r ' s  4 2 5  i n d u s t r i a l  s t o c k s .  

Znch of t h a s e  i r . l i c a t o r s  -- bond yields and d i v i -  

dend yields -- shows LLe i n c r s a s e  i n  i n v e s t o r  r e t u r n  

requirements  f o r  u t i i i t i c s  and i n d u s t r i a l s ,  and t h e  

loss of investor conf idence  i n  public utility e q i t i e s  

r e l a t i v e  t o  t h e  broad c n s s - s e c t i o n  of i n d u s t r i a l s .  

Yields on p u j l i c  a t i l i t y  and i a d u s t r i a l  bonds 

r a t e d  Aa were a t  abozt rhe Same level  in 1064, bct  

i n  t h e  t h i r d  q m r t e r  of 1 9 7 4 ,  though b o t h  have in- 

c r eased  scbstantially, =he d i s c o u n t  on p u b l i c  u t i l i t y  

bonds prodGced a y i e l e  S l f f e r e n t i a l  of more t han  50 

basis p o i n t s .  

The comparative behav io r  of d iv idend  y i e l d s  has 

been even nore siqr.ificant. The y i e l d  on t h e  Iowa- 

I l l i n o i s  stock, above t h s  4 2 5  industrials by &,cut 

one-s ix th  i n  1 9 6 4 ,  i n c r e a s e 6  t o  more t han  two and 
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one-half Cines Lie <.ivic?end y i e l d  on i n d u s t r i a l  

stcck3 by Eke first half o f  1 9 7 4 .  

YOU s a iZ  ::?at the ezfect of i r . f l a t i o n  on c o s t  of 

c a p i t a l  is much t h e  same for i n d u s t r i a l s  as f o r  

public u t i l i t i e s .  TSe c h a r t  shows, however, t h a t  

t h e  y i e l d  on the Iowa-I11inois  s t o c k  has  r i s e n  t o  

n e a r l y  t!-.ree t ines t h e  averaqe y i e l d  on i n d u s t r i a l  

s t o c k s .  Please ex7lain.  

All i n v e s t 3 r s  r o q u i r e  a h i g h e r  rate of p r o s p e c t i v e  

e a r n i n g s ,  cal led.  t h e  i n f l a t i o n  premium, wher. they  

ex2ect t h e  va lue  of m n e y  t o  d e c l i n e .  The d i f f e r e n c e  

is t h a t  i n v e s t o r s  i n  the equi ty  of p u b l i c  u t i l i t i e s  

pay a lower p r i c e  p e r  dolla: of c u r r e n t  e a r n i n g s  and 

d iv idends  because &hey lack conf idence  t h a t  r egc la -  

tion will p e r n i t  hi5her f u t u r e  e a r n i n g s  t o  compensate 

f o r  t h e  a n t i c i F a t e d  d e c l i n e  i n  pu rchas ing  power. 

On t h e  o t h e r  hznd, i nves tmen t s  i n  t h e  equi5i ies  

of unregula ted  bus in-sses  t e n d  t o  hedge a j a i n s  t t h e  

i n f l a x i o n  r i s k .  I n  a dynamic c a p i t a l i s t i c  eco?.omy, 

such  as the  comFet i t ive  s e c t o r  of t h e  United S t a t e s ,  

goods and s e r v i c e s  are p r i c e d  by t h e  i n t e r a c t i o E  0: 

demand and supply i n  t h e  market  p l a c e .  under csm- 

p e t i t i o n ,  it is n o t  original c o s t  b c t  t h e  c u r r e n t  

c o s t  o f  p roduct ive  assets  t h a t  c o n t r o l s  managerial  

dec i s ions  ar.d d c t o r x i n e s  c u r r s n t  market p r i ces  and 
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profits. The our?u t  05 o ld  p lan ts  i s  n o t  sald i n  

compet i t ive  mazkets a t  lower p r i c e s  t h a n  the  o u t p u t  

o f  new p l a n t s ,  because c o s t s  have risen.  It follows, 

t h e r e f o r e ,  t k a t  an i n c r e a s e  i n  r a t e  of e a r n i n g s  on 

s tockho lde r s '  bcok e q u i t y  i n  compet i t ive  enterprises,  

expressed  i n  o r i g i - a 1  c o s t  Col lars ,  i s  t o  be ex- 

pec ted  and is e-er ienced,  a t  l e a s t  i n  t h e  long  run, 

when t h e  purchas ing  power of t h e  d o l l a r  has d e c l i n e d ,  

Economic c o s t  m e x s  t h e  c u r r e n t  ar.d p r o s p e c t i v e  c o s t s  

a t  which a susp:y of goods o r  services can be produce&. 

Economic motivazlon u d e r  cond i t ions  of growth and ef- 

f e c t i v e  competi t ion o p e r a t e s  cont inuous ly  t o  p u l l  t h e  

prices of goods an4 services toward tine economic csst 

l e v e l .  

Thezefore ,  t h e  d i f f e r e n c e  i n  the b e h a v i o r  of u t i l -  

i t y  s t o c k  p r i c e s  end. d iv idend  y i e l d s  r e l a t i v e  t o  indus-  

t r i a l s  i s  p r i m a r i l y  a produc t  of r e q u l a t o r y , p o l i c y  and 

practice.  The== i s  no way f o r  r e g u l a t o r y  a u t h o r i t y  t o  

avoid  t h e  fact  of  h i g h e r  i n v e s t o r  r e t u r n  requl-- - -merits 

and t!!e h ighe r  cost of e q u i t y  c a p i t a l .  W.an u t i l i t y  

rates a r e  h e l d  a t  l e v e l s  which p rec lude  a p r o s p e c t i v e  

e a r n i n g s  growth e q u i v a l m t  t o  e a z n i n s s  e x p e c t a t i o n s  

from other i n v t s t a e n t s  of  cor responding  r i s k ,  i n v e s t o r s  

pay lower p r i c e s  f o r  u t i l i t y  s t o c k s  re la t ive t o  the  

e a r n i n g s  and d iv idends  b e l i e v e d  to  be i n  p r o s 2 e c t .  
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Are k'.ere ?c?c?ic-ional rea50r.s why the c o s t  of e q u i t y  

c a p i t a l  t c  Iowa-:llizcis and o t h e r  electric u t i l i t i e s  

has risen? 

Yes. z v a l u a t i o n  cf :?.e evidence  on f a i r  ra te  of re- 

t u r n  t o  I o w a - I l l i a o i s  skculd t a k e  i n t o  account the re- 

l a t i v e  energy shortage, public i n t e re s t  i n  an adequate 

power supply,  ar.d t h e  e f f e c t  of these f a c t o r s  an  t h e  

c o s t  of t h e  neec?ea c a p i t a l .  

The e l cc t r i c  c t - ? i t y  indus t zy  i s  t h e  l a r g e s t  i n  

t h e  Nat ion i n  ter3.s of c a p i t a l  employed, ar.6 is among 

*he l a r g e s t  by a n y  xe?Isure of s i t e .  It  is an indus-  

try which uses ext:aorZina:ily large amounts of c a p i -  

t a l  r e l a t i v e  t o  b c s i n e s s  volume and revenues. 

The e l e c t r i c  i n d u s t r y ' s  s h a r e  of t o t a l  energy  used 

in the Nat ion  inc:eased from 1 8 . 7  percent i n  1960  t o  

2 5 . 6  p e r c e n t  i n  1 9 7 2 .  

The Federa: Tower Carmission h a s  p r o j e c t e d  that 

the e lec t r ic  i r . 6 u s t r y ' s  sha re  o f  t o t a l  national energy 

conscmption, i a c l u l i n q  all forms of t r a n s p o r t a t i o n ,  

will r each  4 1  perce7.t by 1990,  w i t h i n  less t h a n  txo 

decades.  

The era of gradually d e c l i n i n g  e l e c t z i c  rates ap- 

pears t o  have en2e2. T h e  p r o s p e c t  for  the f o r e s e e a b l e  

f u t u r e  i s  t h a t  techcalogica:' g a i n s  w i l l  n o t  o f f s e t  t h e  

rising ccsc frox. 5ezeral i n f l a t i o n ,  r i s i n g  f u e l  c o s t s ,  
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a d  the h i y h e r  c?-strx=ior. and overbead casts asso-  

c i a t e d  w i t h  new e n - r i r m n e n t s l  s t u l d a r d s .  Investor 

conf idence  i n  t h e  e l ec t r i c  i n d u s t r y  has weakenec! a s  

a consequence of  t h e s e  changes i n  the c h a r a c t e r  of 

t h e  i z d u s t q ,  the tremendous amount of new c a p i t a l  

which must be obtained, and r e g u l a t o r y  d e c i s i o n s  

which do noc g i v e  %\e companies an adequate  oppor- 

t u n i t y  t o  ea::: a =air retcm. 

What is  t h e  s i t u a t o n  wi th  r e s p e c t  t o  n a t x a l  gas, t h e  

other h a l f  of  t h e  services s u p p l i e d  by I o w a - I l l i n o i s ?  

The  d o m e s t i c  su?ply of n a t c r a l  gas is now d e f i c i e n t  

re la t ive  t o  r a p i d l y  gzowinq dexands i n  the United 

S t a t e s .  D e l i v e r i e s  t o  I o w a - I l l i n o i s  and o t h e r  gas 

d i s t r i b u t o r s  th roughout  t h e  Nation a re  be ing  c u r t a i l e d .  

The c o s t s  of l i q u e f i e d  n a t c r a l  gas from f o r e i g n  souzces  

and o t h e r  er.er7-y s u b s t i t a t e s  a r e  more t h a n  tw ice  t h e  

cost o f . n a t u r a l  gas t o  I o w a - I l l i n o i s  under  e x i s t i n g  

c o n t r a c t s .  

s u p p l i e s  i s  r i s i n g  r a p i d l y .  

d i s t r i b u t i o n  b u s i n e s s  f a c e s  e x t r a o r d i n a r y  r i s k s  bc- 

cause  of t h e s e  developments.  

Have you c o n s i d e r e d  t h e  t r e n d s  i n  p r i c e s ,  e a r n i n g s ,  

and d i v i d e n d s  for  the I c w a - I l l i n o i s  stock? 

Yes. 

The c c s t  of  a t d i t i o n a l  and rep lacement  gas 

Inves tment  i n  t h e  gas 
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Q. Will yol: p k a s e  d e s c r i b e  t i e  c h a r t  on page 35 of 

you: e x h i h i t ?  

A ,  The c h a r t  shows compara t ive ly  t h e  chanqes i n  p r i c e s ,  

e a r n i n g s ,  and dividencis p e r  s h a r e  of  the Iowa- 

I l l i n o i s  s tock  as r e?o r t ed  on a q u a r t e r l y  b a s i s  from 

1 9 5 5  through rhe secor-d q u a r t e r  of 1 9 7 4 .  Earnings 

pe= share i nc lude  t h e  e f f e c t  of revenues s u b j e c t  t o  

re fund  (10 1 9 7 2  t o  2Q 1974), and i n  earl ier y e a r s  

are shown befo re  f a i r  v a l u e  d e p r e c i a t i o n .  As i e  evi- 

der.t fzom t h e  c h a r t ,  e a r z i n g s  and dividends per share  

i n c r e a s e d  slowly dur ing  t h e  late 1950's, b u t  accel- 

e r a t e d  i n  1961 .  The s l o p e s  o f  t h e  l i n e s  r e f l e c t  d i t -  

f e rences  i n  gr3wzh rates .  Expecta t ions  of inore rap id  

growth were q n i c k l y  c a p i t a l i z e d  i n  the market, r e s u l t -  

i n g  i n  s h a m l y  i n c r e a s i n g  s t o c k  p r i c e s  from 1957  t o  

1 9 6 5 .  

After 1 9 6 5 ,  t h e  ?r:ze d e c l i n e d  a b r j p t l y .  Inves- 

t o r  confidence was h p a i r e d  by reduced ra tes  of eazn- 

i n g s  growth, the sha,? 2rop o f  per-share  ea rn ings  

d u r i n g  1971,  t h e  c o n s t a n t  d i v i d e n d  rate ,  i n f l a t i o n ,  

and t h e  u n c e r t a i n t i e s  a r i s i n g  from r e g u l a t o r y  p o l i -  

cies. 

Although t h e  Conpound annual  growth of per-share  

e a r n i n g s  was somewsat b e t t e r  for  I o w a - I l l i n o i s  t han  

t h e  average  f o r  o t h e r  c l c c t r i c  and combination 
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e l e c t r i c - g a s  u k i l i z i e s  Cur ing  t h e  e i g h t  y e a r s  ended 

with 1 4 6 5 ,  t h e  i o q e r  ?eriod from 1957 t o '  1970 as 

well as t h e  yea:s s i n c e  1 9 6 5  show a reverse t r e n d .  

The comparat ive g r 3 w t l  r a t e s  were as follows: 

1457- 1957- 1965- 
1 9 7 0  1965 1973 

Iowa- I l l i n o i s  7.43 4 .  E? 0.3% 

- - - 

79 electr ic  and 
e l e c t r i c - g a s  u t i l i t i e s  6.7 5 . 7  3 . 9  

Have you c o n s i d e r e d  t h e  compara t ive  trecds in prices 

ai t h e  Iowa-Illizois and other ccirmon s t g c k s ?  

Yes. The c h a r t  on paqe 38 of my e x h i b i t  shows t h e  

t r e n d s  of common stock p r i c e s  from a 1961-1963 base, 

comparat ively f o r  t h e  i a w a - I l l i n o i s  s t o c k  and the  

averages  f o r  broad c r o s s - s e c t i o n s  0 5  u t i l i t y  and i n -  

d u s t r i a l  s t o c k s ,  L have c o n s t r u c t e d  t h e  insex f o r  t h e  

79 major e lec t r ic  and electzic-gas u t i l i t i e s .  The 

other  s t o c k  p r i c e  indexes  a r e  as :eported by Standard 

6 Poor's f o r  60  u t i l i t i e s  and for 4 2 5  i aduszr ia l s .  

P l ease  d e s c r i b e  t l e  market p r i c e  behav io r  shown by 

the c h a r t .  

The market p r i c e  b e h a v i o r  of u t i l i t y  and i n d u s t r i a l  

s t o c k s  has  c o n t r a s t e d  s h a r p l y  over the p a s t  s e v e n  

yea r s .  The p r i c e  d e c l i n e  began i n  1 9 6 6  for I o w a - I l l i n o i s  

and most u t i l i t y  s t o c k s .  1ndust:ial s t o c k  p r i c e s  de- 

c l i n e d  somewhat i n  1?66, b u t  moved upward in 1 9 6 7  and 
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5968 and, followi:.q the 1970 decl ine,  moved upward 

again t o  a zec3rd l e v e l  i n  the  f i rs t  q u a r t e r  of 1973 

and t hen  d e c l i n e d  shaq1:f th rough t h e  second q u a r t e r  

1 9 7 4 .  O n  the otker  hanC, the market  position of t h e  

I o w a - I l l i n o i s  s tock  r a l a t i v e  to  other equity i nves t -  

ments has  d e c l i n e d  slxcst  con t inuous ly  S i n c e  1965,  

due p r i m a r i l y  t o  i n v e s t o r  e x p e c t a t i o n s  of reduced 

ea rn ings  r e l a t i v e  t o  a i t e r n a t i v e  inves tment  opportun- 

ities. 

The compara:ive behavior of t h e  stock p r i c e s  over 

t h e s e  seven years d e c o n s t r a t e s  t h e  loss of i n v e s t o r  

confidence i n  t h e  I c w a - I l l i n o i s  s t o c k .  

I n  t he  t h i r d  q u a r t e r  of 1 9 7 4 ,  t he  S tanda rd  b 

Poor's h d e X  O f  6 0  -tilit:; s tock  p r i c a s  and t h e  p r i c e s  

of the 79 e l ec t r i c  and. e l e c t r i c - g a s  u t i l i t i e s  were 56 

percent  below the 1 ? 6 5  lave;, wh i l e  t h e  index of 4 2 5  

i n d u s t r i a l  s t o c k  p r i c e s  was 9 p e r c e n t  belcw t h a t  l e v e l .  

The p r i c e  of t h e  Iowa- I l l i no i s  s t o c k  i n  t h e  th i rd .  quar- 

t e r  of 1371 was 66 pez2er.t below t h e  1 9 6 5  average ,  t h e  

all-time high for t h a t  stock. S t a t e d  o t h e r w i s e ,  Lle  

r e a l  va lue  of t h e  Iowa- I l l i no i s  scoc!c(price a d j u s t e d  

for  loss of purchasing ? m e r )  i n  t he  t h i r d  c g a r t e r  of 

1 9 7 4  was only 22 percen t  of the 1 9 6 5  v a l u e .  I t  is ev i -  

dent  t h a t  i n v e s t o r s  believe they  have b e t t e r  a l t e r n a -  

t i v e s  than i n v e s t i n g  t h e i r  sav inqs  i n  t h e  e q u i t y  capi- 

t a l  of Iowa- I l l i nc i s .  
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of Co.mon Stock C a p i t a l  t o  
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Q. What is  t h e  c u r r e n t  c3st of comnon s t o c k  c a p i t a l ?  

A. The c u r r e n t  c o s t  of new c a p i t a l  t o  an e n t e r p r i s e  is 

t h e  rate  a t  which prospeckive r e t u r n s  are  d i s c o u n t e d  

or c a p i t a l i z e d  i n  t h e  market.  

v e s t o r ' s  r e t u r n  requirement ,  i t  is t h e  r a t e  of earn- 

ings  whick i n v e s t o r s  b e l i e v e  t o  be i n  p r o s p e c t  and 

which is s u f f i c i e n t ,  r e l a t i v e  t o  t h e  price of the 

s t o c k ,  t o  a t t z a c t  t h e i r  savings from a l t e r n a t i v e  i n -  

vesL7ents of  co r r t s2oad ing  r i s k .  ?he r e t u r n  r e q u i r e -  

ment has two components: t h e  c u r r e n t  d i v i d e n d  y i e l d  

and t h e  a n t i c i p a t e d  r a t e  of growth i n  e a n i n g s  and 

div idends .  Es t imat ion  of t h e  cu r ren t  c o s t  o f  new 

c a p i t a l  i s  a m a t t e r  of  informed judgment. 

Often c a l l e d  t h e  in- 

0. How may t h e  i n v e s t o r ' s  r e t u r n  requi rement  b e  deter- 

mined? 

A. No r e l i a b l e  fornula is a v a i l a b l e .  E s t i m a t i o n  of i n -  

v e s t o r  r e t u r n  r e q u i r e n e n t s  by r e f e r e n c e  to marke t  

prices of t h e  s tock  is a p r o c e s s  of i n f e r r i n q  L\e 

rate a t  which i n v e s t o r s  a r e  c a p i t a l i z i n g  e x p e c t e d  

income. 

dence of i n v e s t o r  e x p c c t a t i o a s  r e g a r d i n g  d i v i d e n d s  

The a n a l y s t  cannot  deve lop  any d i r ec t  e v i -  

' t o  be rece ived  i n  t h e  1cr.Z-term f u t u r e .  Such expcc- 

t a t i o n s  must be e s t i n a t e d  o r  imputed. Whatever t h e  
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nethod of e s t i i a t i n g  e q J i t y  c a p i t a l i z a t i o n  ra tcs ,  a 

conc lus i cn  is n e c e s s a r i l y  a judgment. 

The r a t i o  of c u r r s n t  e a r n i n g s  t o  current  marke t  

p r i c e  is an i n d i c a t s r  of i n v e s t o r s ’  return require-  

ments. V a r i a t i o n s  cf t he  d i scoun ted  cash  flow method, 

i n c l u d i n g  wha= I ca l l  the  market value methol, are 

f r e q u e n t l y  a c s l i e d .  These approaches look  t o  h i s t o r -  

ical  grc,wth rates plus c u r r e n t  ,dividend y i e l d s  as i n -  

d i c a t o r s  of the race a t  which investors are d i s c o u n t -  

ing a n t i c i i a t e d  r e t x n ; .  

Have you a p l i e c !  t h e  X i  formula f o r  the purpose of 

e s t i m a t i n g  t h e  c u r r e n t  :&urn r e q u i r e d  by investors  

in t h e  comon stock cf I o w a - I l l i n o i s  and i n  common 

stocks of s imi l a r  inves tnen t  r i s k ?  

Y O S .  I have considered d iv idend y i e l d s ,  rates of 

growth i n  per-share  ea rn ings ,  d i v i d e n d s ,  and book 

e q u i t y  f o r  Iowa- I l l i no i s  and the f o u r  r e f e r e n c e  

groups -- t h e  79 e l e c t r i c  u t i l i t i e s ,  the ten elec- 

t r i c  u t i l i t i e s ,  t h e  eleven food processors, and t h e  

ten manuiacturezs .  These d a t a  are set o u t  on M an- 

nua l  basis through 1 9 7 3  a t  pages 4 0  and 4 1  of my 

exhibit .  

What i n  your opin ion  is t h e  meaning of t h e s e  d a t a  

under c u r r e n t  cond i t i cns  as i n d i c a t o r s  of  the cost 

of common e q u i t y  t o  Icwa-Illinois? 
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A.  I n  app ly ing  t h e  marke t  va lue  (DCF) formula,  I used 

past  rates of g r c u t h  i n  per-share  e a r n i n g s ,  d i v i -  

dends,  and book equip' a s  p rox ie s  f o r  i n v e s t o r s '  

growth expecta:icr.s, u , d  imputed the growth ccmpa- 

nent  of t h e  f o r n u l a  by s u b j e c t i n g  t h e  r e s u l t s  t o  

s e n s i b l e  judgment. The assumption i s  t h a t  investors 

formula te  e s t i a a t e s  of probable growth of b e n e f i t s  

from owr.erchi? of ccnmcn s t o c k s  upon h t s t o r i c a l  

t r e n d s .  T h i s  a p p l i c a t i o n  of t h e  DCF formula may 

y i e l d  r e l i a b l e  r e s u l t s  when growth rates have a 

e 

stable h i s t o q .  On L?.e o t h e r  hand, when p a s t  earn-  

i n g s  grcwth is i m s r a b i e ,  no l c q i c a l  r e l a t i o n s h i ?  

e x i s t s  between ?ast growth r a t e s  and i n v e s t o r  cx- 

p e c t a t i o n s .  

I n  r e c e n t  y e a r s ,  u z i l i t y  grow+& r a t e s  have de- 

c l i n e d  and ,  i n  many i n szances ,  become n e g a t i v e ,  rend- 

e r i n g  t h e  DCF formula (d iv idend  y i e l d  p l u s  growth 

rate), based  upon p a s t  exper ience ,  meaningless  as an 

ind ica tor  of c c z r e n t  i n v e s t o r  r e tu rn  requi rements .  

When u t i l i t y  ea rn ings  a r e  depressed  and inadequa te ,  

as i n  r e c e n t  y e a r s ,  Trices p a i d  f o r  u t i l i t y  s t o c k s  

tend t o  reflect i n v e s t o r  hopes and e x p e c t a t i o n s  Liat 

better e a r n i n g s  w i l l  be al lowed and r e a l i z e d .  Addi- 

tionally, t h e  r e s u l t 3  OF the formula do not  r e 5 l e c t  

recent increases i n  risk and i n f l a t i o n  premiums. I n  



-j j- MidAmerican Exhibit 8.1 
Page 554 of 654 

these c izcumstances ,  an es t inate  of the  c u r r e n t  c o s t  

of common e c p i t y  t o  I o w a - I l l i n o i s  depends upon analy-  

sis of  o t h e r  merkez daca ,  i n c l x s i n g  e a r n i n q s / g r i c e  

ratios  and e a r n i n g s  n e t  proceeds r a t i o s ,  wi th  full 

r e c o g n i t i o n  of t h e  l i m i t a t i o n s  of  t h e s e  measures. 

Q. What a r e  t h e  liaitations of e a r n i n g s / p r i c e  ra t ios  a s  

measures of  re t u r n  requi rements?  

A .  Ear;?inqs/?rice z a t i c s  a r e  useCul  measures o f  t h e  

e q u i t y  c a p i t a l i z a t i o n  race uncZer two c o n d i t i o n s :  

(1) t h e  r e ? o r t e d  ea rn ings  used t o  c c n s t r - ~ c t  t h e  

e a r n i n g s / p r i c e  r a t i o s  a r c  L\e same as t h e  ea rn ings  

a n t i c i p a t e d  by investors and ( 2 )  t h e  market p r i c e  

of the s t o c k  r e p r e s e n t s , i n v e s t o r s '  e v a l u a t i o n s  of 

t h e  p r e s e n t  worth of t h a t  income. 

The e a r n i n g s / p r i c e  r a t i o  u n d e r s t a t e s  the r e t u r n  

requi rement  and t h e  current c o s t  of e q u i t y  c a p i t a l  

unless it i s  assumed (1) t h a t  t h e  r a t e  of  earnings 

on bcok e q u i t y  i n  o r z g i n a l  cost dollars would not 

r i se  unSer i n f l a t i o n a r y  c o n d i t i o n s ,  ( 2 )  t h a t  t h e  ra te  

of growth i n  per -share  earnincs would n o t  exceed t h e  

growth r a t e  aEfor6e6 by the al lowed ra te  of e a r n i n g s  

on book e q c i t y ,  azd ( 3 )  that t h e  proceeds from the 

sa le  of new s h a r e s  would n o t  exceed per - sha re  book 

e q u i t y .  
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I n  DeCer;lbe: 1 3 7 2 ,  I c w a - I l l i n o i s  sold 550,000 s h a r e s  

of a d d i t i o a a l  comol: s t o c k  thzough an offer  t o  un- 

& w r i t e r s .  A f t e r  c n s e r w r i t i n g  disc3ants and com- 

missions, t h e  ?rocee& uere $15.38 p e r  s h a r e .  What 

i n v e s t o r  r e t u r n  r e q u i r e n e n t  was i n d i c a t e d  by t h e  

r a t i o  of curzsnt earrri3gs t o  proceeds?  

Assuming t!!at i n v e s t o r s '  r e t u r n  e x p e c t a t i o n s  were i n  

the range  of 1 1 . 4  t o  12 .0  pe:ce,nt on ave rage  book 

common e q u i t y  i n  t h e  L\lrd q u a r t e r  of 1 9 7 3 ,  the i n -  

d i c a t e d  c o s t  of  equit:r c a p i t a l  was 14.2 t o  1 4 . 9  p e r -  

cen t .  

f lect  market  p r e s s u r e  and i n c l u d e  f i n a n c i n g  c o s t s  

o t h e r  t h a n  ex?enses borne d i r e c t l y  by the Company. 

Was t h e  book e q u i t y  of  e x i s t i n g  s t o c k h o l d e r s  d i l u t e d  

as a consequenc2 of the December 1973 sale of add i -  

t i o n a l  s h a r e s ?  

Yes. ~ o o k  e q i t y  per s h a r e  of  $18.98 ( a t  Avgust 31, 

1973, P rosgec tus )  was d i l u t e 6  t o  $ 1 8 . 6 6  p e r  share .  

I f  pe r - sha r s  eaz . ings  of $2.16 corresponding  t o  a re- 

tur?. of 1 1 . 4  ; e r cen t  On z book e q u i t y  of $ 1 3 . 9 8  wculd 

a t t r ac t  new C a p i t a l  proceeds of $15.38, wha: ea rn ings  

would be required t o  a t = z a c t  new procaeds  e q u a l  t o  

book equity ?e= share and t o  avoid d i l u t i o n ?  

Assuming no change l?. the marke t  p r i c e  p e r  dollar of 

income, t h e  r a t s  of  r e t s x n  on bock c o m o n  e q u i t y  

It w i l i  be nczad t h a t  t h e s e  p e r c e n t a g e s  re- 




